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extraordinary returns? 
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Launch of the euro 


The new single currency will revolutionise 
the consumer goods industry. Day two 
of the Financial Times' definitive 
four-pat senes 
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WORLD NEWS I BUSINESS NEWS 


Italian authorities 
to exhume body 
of Roberto Calvi 

The body of Roberto Calvi, the 
former chairman of Banco 
Ambrosiano and the man known 
as “God's Banker" for his rela- 
tionship with the Vatican, is 
expected to be exhumed today 
to investigate whether he com- 
mitted suicide or was murdered. 
European news, Page 3 

Peace process •back on track’ 
President Bin Canton left Israel 
after a summit meeting with 
Israeli aid Palestinian leaders, 
claiming to have revived Middle 
East peace talks. International 
news, Page 7; Counting the 
coat of Enpeac h ment , Page 6 

US holds fee in trade dtepute 
The US has deferred until early 
next week the publication of a 
list of sanctions ft is threatening 
to impose on European Union 
exports in a dispute about its 
banana regime. Trade, Page 10 

BJtn end fanning protection plan 

European Union agriculture min- 
isters paved the way for the abo- 
lition of the system used to pro- 
tect fanners against exchange 
rate fluctuations. European 
raws. Page 2 

Verdict on Iraqi compfiaece 
Richard Butler, chief United 
-Nations weapons inspector, was 
yesterday expected to submit his 
verdict on the latest test of Iraqi 
compliance with UN resolutions. 
International news. Page 7 

Warning of new strife in Kosovo 
US envoy Richard Holbrooke 
warned of a resumption of war bn 
Kosovo following the loss .of at . 
least 37 livesfn borderdashes. 
European news. Page 2 

German coal subsidies threatened 
The European Commission will 
today threaten to withdraw a 
range of subsidies paid to the 
German coal and steel Mushy. 
European news. Page 2 

Cautious reaction on Lockerbie 
The US and Britain reacted cau- 
tiously to reports that Libya may 
be ready to hand over the two 
suspects charged with the 1988 
bombing of a Pan Am light over 
the Scottish town of Lockerbie. 
International news. Page 7 

Date set for Colombian peace taflcs 
A date has been set for talks 
between the Colombian govern- 
ment and leftwing guerrillas, 
boosting the country's faltering 
peace process. Page 16 

Pinochet lawyers begin hearing 
Lawyers for General August© 
Pinochet have begun their 
attempt to overturn the ruling 
removing immunity from prose- 
cution from the former Chilean 
dictator. Americas, Page 10 
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Travelers Property 
Casualty forms link 
with Swiss insurer 

Travelers Property Casualty, the 
insurance cam of Citigroup, has 
formed a strategic alliance with 
Winterthur, the Swiss insurer, in 
an attempt by .bath companies to 
compete for the business of mul- 
tinational groups. Companies 
and Markets, Page 17 

R/U, Italy’s state broadcaster, 
agreed to buy a 10 per cent 
stake in TelepKr. the Italian 
pay-TV network controlled by 
Canal Plus of France, interna- 
tional companies, Page 18 

C&fgnnp, the financial 
conglomerate, announced a 
restructuring charge of $900m 
after tax for the fourth quarter, as 
it attempted to contain costs. 

The cuts will result in a reduction 
of 10/400 in hs global workforce. 

Path& shares surged after it 
emerged that Vincent Boflote, the 
French financier, had acquired 
10.5 per cent of the French 
media group’s capital. Interna- 
tional companies. Page 18 

Olivetti, the Italian telecoms 
group, said ft expected to report 
net profits of about L240bn 
($147m) this year. International 
companies. Page 18 

Emap, the UK magazine 
publishing group, launched an 
offer for Petersen Companies 
valuing at $1.2 bn the US maga- 
zine publisher. Companies and 
Markets, Page 17 

MCI WoridCom, the US 
telecommunications group, is 
discussing the sale of a large 
part qf its computer services ” ■ 
business to EDS. Companies 
and Markets, Page 17 

Sales of new cars in western 
Europe soared by more than 12 
per cent in November year on 
year, one of the strongest 
months for registrations in recent 
years. European news. Page 3 

DaimterCfnysteris negotiations 
with Nissan Motor to buy a con- 
trolling stake in the group's Nis- 
san Diesel commercial vehicles 
operation will recommence In the 
new year. Asia-Pacific com- 
panies, Page 19 

Shares in R6my Cointreau, the 
French spirits and wines group, 
rose 7.6 per cent, as the com- 
pany confirmed it would return to 
profit in 1998-99. Internat io nal 
companies, Page 18 

Eure Prices 
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euro currency zone, covering foreign 

exchange, bond and equity markets. 

Page 23 


An FT investigation reveals exclusive 
details about thesecretive, 
farrrily-controned Swedish company y 
which makes the ubiquitous ' ^ 

Tetra Pak food carton \ 
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Deutsche 
to spin off 
$24bn assets 

Biggest German bank signals shift of focus 


By Graham Bo wtey fa Frankfurt 

Deutsche Bank is to break with 
decades of post-war tradition in 
German, finance by spinning off 
its vast industrial assets, worth 
DM40bn ($24bn). Into separate 

mmpaniwR- 

Its separation of industrial 
shareholdings from its main- 
stream IwnWing business ai gnalg 
its intent to transform into a 
more focused international bank. 
It comes only weeks after its 
acquisition of Bankers Trust, a 
leading US Investment bank. The 

Deutsche Bank’s bald an Gennari 
Musky ... 
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move is already being seen by 
some analysts as paving the way 
lor Deutsche - Germany's big- 
gest bank - to dispose of its 
industrial holdings, many of 
which it has held since the end of 
the -second world wan- 1 w* 
Deutsche said the more trans- 
parent structure meant industrial 
assets could be managed “more 
actively". The holdings, which 
account for 45 per cent of the 
bank’s market capitalisation, 
include large stakes in Daimler- 
ChryBler, the car and industrial 
group, and Allianz, Germany's 
biggest insurer. 


“They will be put into separate 
entitles, which allows a much 
more active management of these 
companies. They will be more 
profit-orientated, there will be 
more shareholder value. There 
will be professional portfolio 
management," said Deutsche. 
This bolds out the prospect that 
Deutsche could immediately 
begin to run down its more 
unprofitable holdings. 

Deutsche has come under 
fierce attack from shareholders 
recently for its link- with wide 
sectors of the German economy. 
The cosy relationship it has had 
with many of Germany's biggest 
companies was thought unaccept- 
able, especially to US investors. 

It was also seen as an obstacle 
to a listing of the bank's shares 
in the US, now a priority since 
the merger with Bankers Trust 
Deutsche Bank shares yesterday 
rose DM6.5 to dose at DM99, a 
rise of 7 per cent "Deutsche will 
now be run profitably, instead of 
on behalf of the -whole of Ger- 
many.” said Peter Thome, ana- 
lyst at Paribas. 

The shake-up Is likely to accel- 
erate the wider modernisation of 
Germany’s banking sector, forc- 
ing the country’s other big 
banks, such as Dresdner and 
Commerzbank, into . similar 
moves to facilitate the sell-off of 
their own large Industrial stakes. 

Deutsche denied the redrawing 
of its empire heralded a step 
towards the disposal of its indus- 
trial stakes, or that ft was moti- 
vated by the acquisition of Bank- 
ers Trust. It said the move would 
be “tax neutral" but that there 
would be further tax benefits. 

The new companies - which 
vrill be folly owned by Deutsche 
Bank - will not be incorporated, 
but will have a special corporate 
structure designed to avoid tax 
arising from the transfers. They 
will be headed by Axel PfeQ, cur- 
rently a Deutsche board member. 



Fund pressurised to dilute transparency code proposals 


By Robert Cbote in London . plaining about a process they 

; were happy to sign Up to in Octo- 

Leading central banks are bei^lDfot Group of Seven state- 
putting pressure on the Intecna-/^ment with, finance ministers', 
tional .Monetary Fund to- woto' "There is righteous indignation 
down proposals aimed at seam- on both sides," said one senior 
lng more transparency In monf- ' central banker.' . 
tary policymaking in the wake Of The US Federal Reserro has led 
the Asian financial crisis.'. • tire objections; arguing it. would 
Their objections to an IMF be better for central banks to 
draft code of conduct have jearn from e^ch other than .to 
prompted accusations that they" r axByjgo6*l practice- form ally. 


Lax, Page 16 
Bankers frust, Page 18 
Sydney euro hub. Page 19 


Nippon Life leads 
Asian move to euro 


are trying to rewrite the rules to 
suit themselves. . 

IMF officials drew up the code 
in response to a call -from: the 
committee of finance ministers 
that oversees the Fund, it is one 
of several international initia- 
tives to improve the quality and 
transparency of economic policy- 
making. 

Several leading central bankers 
have objected both to the code's 
content and the way if was 
drawn up. The IMF, in -trim; Is 
upset that central banks are com- 


Offidals s8y the Fed fears the 
reaction from Congress- If It had 
to alter its behaviour to comply 
with IMF rules. It also thought 
the code was too far-reaching' r 
for example, in setting roles for 
payments systems.-' 

-European central bankers fear 
the code might be used to impose 
greater transparency on. the.' 
European Central Bank More it 
has bad chance to. develop its 
own procedures. For. example, 
most European central bankers 
do not want ECB council mem- 


bers' votes on interest rates to be 
published in ns minutes . 

. The fontruvarey has . been as . 
much one of principle as sub- 
stance. Many - central bankers 
prize their independence and 
resent being told - how to do their 
jobs by -the IMP. an. institution 
they regard as unduly dominated 
by finance ministries. ' 

; The Bank for International Set- 
tlements in Basle -has -helped . 
secure a deal under wMdh the 
code wfil . remain the IMF’s 
responsibility but central banks' 
views will b# taken Into account 
In a second draft. Wider consulta- 
tion will follow before a seminar 
in the IMF board in February or 
March. Officials say the code has 
been much more controversial 
than Its fiscal policy counterpart; 
agreed this year. There was little 
disagreement about the scope far 
extra transparency in budgetary 
matters hut the central banks are 
muchmore wary, qf transparency 


I 
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By Naoko Nakaaiae in Tokyo 

Nippon Life of Japan, the world’s 
largest life insurer, is considering 
raising substantially the propor- 
tion of its overseas investments 
denominated in euros, the Euro- 
pean single currency due to be 
introduced next month. 

The move, announced yester- 
day, is the latest in a series of 
indications that Asian investors 
could shift large portions of their 
portfolios from dollar denomi- 
nated securities to euro ones. 
China’s central bank and the 
Hong Kong Monetary authority 
have let it be known that they 
were increasing their weighting 
in euro securities. 

Klyoshi UJihara. general man- 
ager of the international invest- 
ment department at Nippon Life, 
said: "We use the Salomon World 
Government Bond Index, where 
the US and euro markets have 
approximately an equal weight- 
ing, as an internal benchmark for 
our overseas bond investments. 
At the moment we are considera- 
bly overweight in the US. It 
would be more natural for us to 
be in line with the benchmark." 

Nippon Life currently has 
about YJO.OQObn ($346bn) of 
assets and invests Y4.000bn in 
overseas markets, of which 70 per 
cent is in dollar-denominated 
assets, and 30 per cent in assets 
that will be euro-based. 

In the first half of tide year, it 
increased its overseas investment 
by almost YBOQbn and about 90 
per cent of this was invested in 
European currency bonds. It said 
that should the launch of the 
euro go smoothly, it would con- 
sider maintaining this increased 


pace of investment, thereby 
increasing its exposure to the 
eurozone to 50 per cent in the 
next two years. 

"We will be watching develop- 
ments in Europe very closely,’' 
Mr UJlhara said. "We still have 
concerns, such as the indepen- 
dence of the European. Central 
Bank and its role as an inflation 
fighter. We will also be watching 
to see how countries harmonise 
their tax policies.” • 

Although the rest of Japan’s 
life insurance industry, which 
controls Y150,000bn of assets, is 
not moving as aggressively into 

UK studies timetable 

The UK could Join the euro 
within eight months of a cabinet 
decision to call a referendum, 
according to a planning 
document produced by the UK 
Treasury for the committee 
studying the practical problems 
of economic and monetary union. 
Report; Page 11 

the new euro market, many 
companies are shifting their over- 
seas portfolios to reflect the 
enhanced importance of the new 
currency. 

Bond dealers said Japanese 
institutional investors purchased 
most of a recent Eenlbn bond 
issue from the government of 
Finland. 
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POLITICAL OFFENSIVE FRENCH PREMIER RESPONDS TO CHIRAC INITIATIVE BY INCREASING SOCIAL SECUR1T^^MOTSBY_3 PWCENT 


Jospin boosts benefits for the poor 


By Samer tekandar and 
David omn In Paris 

Lionel Jospin, France's 
prime minis ter, yesterday 
responded to President Jac- 
ques Chirac's political offen- 
sive by increasing benefits 
for the country's poor and 
claiming the credit for prob- 
lems in the far-right 
National Front 
In a move costing 
FFr2. 5bn (S440m) this year 
and next, Mr Jospin agreed a 
3 per cent increase in social 
security payments, including 
lump sum payments of up to 


FFr2,500 ($449) for poor fami- 
lies. 

Groups of the long-term 
unemployed to several cities 
have gone on demonstra- 
tions and occupied the 
unemployment agency's 
offices. At the same time the 
fiscal pressure on the gov- 
ernment appears to have 
eased - yesterday the gov- 
ernment said its budget defi- 
cit for the first 10 months of 

1998 had shrunk by 
FFr23. 2bn to FFr256. 2bn 
compared with the same 
period In 1997. 

Mr Jospin's intervention 


yesterday seemed timed to 
counter a recent upturn in 
the fortunes of President 
Chirac's Gaulllst APR party. 
The RPR has been buoyed by 
several embarrassing set- 
backs to the government, 
whose reform programme 
has become bogged down to 
parliament. Mr Chirac is also 
seen as the most obvious 
beneficiary of both the split 
in the far-right National 
Front and the difficulties of 
the centrist UDF. 

The rise in benefit pay- 
ments is also seen as a ges- 
ture to Mr Jospin's commit- 
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Ministers pave way to 
abolish green rates 
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nist and green coalition part- 
ners. Increased tension 
within the coalition is 
widely expected in the 
run-up to European elections 
.in June, since both smaller 
parties will be under pres- 
sure to raise their political 
profiles. However, govern- 
ment officials see no immedi- 
ate danger of the coalition 
falling apart 

Robert Hue, leader of the 
Communist party, said of 
yesterday's move: ‘This is a 
significant social gesture 
and I appreciate it." 

Mr Jospin said the 3 per 


cent rise to the RMI and 
ASS. two types of social 
security payments 10 the 
most disadvantaged mem- 
bers of society, would be 
applied retroactively to Jan- 
uary L resulting in “a sort of 
bonus" ranging from FFr875 
to FFr2,500. 

The prime minister also 
claimed credit for the trou- 
bles of the National Front. 
Last week, Jean-Marie Le 
Pen. the NFs leader, sacked 
bis former deputy leader 
Bruno M&gret, accusing him 
of fostering a “mutiny" in 
the party. Yesterday the 


rebel faction within the 

Front said it would hold 
extraordinary congress 
January 24 to confirm 
split from Mr Le Pen. 

The NFs "serious crisis'' 
had occurred “under a left- 
wing [government!, which 
mairw mg happy", Mr Jospin 
said. "We contributed to it 
[the split], we have started 
to block the National Front’s 
progression." 

Last year, the government 
was unsettled by nationwide 
protests by jobless people 
demanding a FFr3,000 year- 
end bonus. 


By Midtael Smith in Brussels 

European Union agriculture 
ministers yesterday paved 
the way for the abolition of 
the green currency system, 
used to protect fanners 
against exchange rate fluctu- 
ations. to one of the EITs 
final preparations for mone- 
tary union. 

Abolition of the agrimone- 
tary aid system, expected to 
be completed after a three- 
year transitional phase, will 
lead to savings for the com- 
mon agricultural policy of 
up to Ecul.sbn ($1.8bn) a 
year. It will also end a sys- 
tem that has been increas- 
ingly criticised in recent 
years for distorting farm 
prices among member states. 

Wilhelm Molterer, farm 
minister of Austria, holder 
of the rotating EU presi- 
dency, said yesterday’s 
reform decision was the pen- 
ultimate preparation for the 


euro. The final act comes at 
a New Year's eve setting of 
currency rates against the 
euro presided over by EU 
finance ministers. 

The agrimonetary system, 
established in the 1960s, uses 
a series of so-called "green 
rates" to convert EU farm 
prices and compensation 
packages into national cur- 
rencies. 

With the advent of the sto- 
gie currency In 11 countries 
next month, green rates will 
no longer be necessary. 

Subsidies and prices for 
farmers to the four non-par- 
ticipants in the euro - the 
UK, Sweden. Greece and 
Denmark - will be converted 
into national currencies by 
using normal market 
exchange rates, ratheT than 
the complicated formulae 
required for green rates. 

Fanners In the four "euro- 
outs”' will be compensated 
for currency fluctuations, 


but only for three years. Any 
permanent replacement sys- 
tem would require support 
from a qualified majority of 
the 15 EU member states. 
That would be difficult to 
achieve, since euro partici- 
pants would not benefit 

Yesterday's proposals win 
also compensate formers in 
countrie^\ < \%a.jtXpating in 
monetaryLjcI o’ in 
prices thda&i -bit from the 
euro's introduction.' 

■ The European Commis- 
sion yesterday postponed by 
a year until January 2000 the 
enforcing of a directive to 
tackle the spread of BSE 
(mad cow disease). 

The decision avoids a 
potential row with the US 
since adoption of the direc- 
tive, aimed at banning the 
use of certain parts of cattle 
in food, would have led to a 
collateral prohibition of 
drugs and cosmetics which 
contain cattle parts. 


Brussels threatens Bonn 
over steel subsidies 


By Emma Tucker in Brussels 

The European Commission 
will today threaten to with- 
draw a range of subsidies 
paid to the German coal and 
steel industry unless the 
government acts swiftly to 
retrieve aid granted to a 
Bavarian steel works. 

In a letter likely to ignite 
fresh tensions between Bonn 
and Brussels, the Commis- 
sion says the German gov- 
ernment must retrieve 
DM74m ($44-5m) of state aid 
paid to Neue Maxhfltte by 
the state of Bavaria, to defi- 
ance of the EU competition 
authorities. "We will take 
the ultimate sanction that 
we can against a member 
state,” said the spokesman 
for Karel Van Mien, the 
competition commissioner. 

Under a rarely used article 
of the European Coal and 
Steel Treaty the Commission 
says It could withdraw all 


EU funding channelled to 
Germany's steel industry 
because the government has 
not done enough to try to 
recover the aid. The move 
would mainly affect research 
and development subsidies 
and funds granted to help 
retrain redundant steel 
workers. Germany has one 
month to respond to the 
Commissioa letter. 

If its response is unsatis- 
factory. the Commission will 
rule that is has breached its 
obligations and will start 
moves to block all payments 
paid to Germany under the 
ECSC Treaty. 

Mr Van MIert, has clashed 
repeatedly with Germany in 
a battle to root out unlawful 
subsidies granted to its man- 
ufacturers. Germany pays 
more subsidies to industry 
than any other EU member 
state. For years the Commis- 
sion accepted German justifi- 
cations that this was neces- 


sary to help rebuild the for 
mer communist east, but 
now Brussels believes the 
levels erf aid are giving Ger- 
man enterprises an unfair 
advantage over other EU 
manufacturers. The aid was 
paid to Neue Maxhfltte by 
the state of Bavaria, which 
owns 45 per cent of the com' 
pany. on two occasions in 
the form of shareholders' 
loans. Germany was ordered 
to recover the funds. 

The state of Bavaria has 
contested the Commission 
decision before the European 
Court of Justice. It also 
declared unilaterally that, to 
save costs, it would claim 
back only 20 per cent of the 
unlawful aid. on the pre- 
sumption that Neue Max- 
hfltte would be able to repay 
the remainder. This position 
is unacceptable to the Com 
mission. Last month Neue 
Maxhfltte went into receiver- 
ship. 


Serb ‘Super Grandpa’ leads 
the challenge to Milosevic 

A 79-year-old former central bank governor has emerged as the 
brains behind a new opposition coalition, writes Guy Dinmore 


F rom empty department 
stores to overburdened 
Red Cross soup kitchens, 
the same story is told all 
over Belgrade. There is 
barely any money, hardly 
any work. 

Social discontent is mount- 
ing to Serbia’s cities. Pay- 
ments of pensions are 
months behind, estimates of 
the jobless rate range up to 
50 per cent and the average 
monthly wage is less than 
$100. The dinar is sliding to 
value. 

The latest acts by tbe 
cash-strapped government - 
to impose new taxes and 
raise the salaries of top offi- 
cials to up to 20 times the 
national average - have only 
served to raise the political 
temperature further. 

In spite of Serbia's steady 
impoverishment to the wake 
of futile wars in former 
Yugoslavia, the task of 
upsetting the ruling Socialist 
party of Slobodan Milosevic 
has defeated several opposi- 
tion coalitions over the past 
decade. 

But a frail 79-year-old has 
become the inspiration for 
the most coherent threat to 
Mr Milosevic yet 
Shopping bag to hand, gin- 
gerly making his way along 
Belgrade’s Icy pavements, he 
can be seen chatting to 
strangers, collecting what he 
calls his "basic data” on the 
economy and the nation’s 
pulse. 

Dragoslav Avramovic. a 
former governor of the Yugo- 


slav central bank best 
known for taming hyperin- 
flation to 1994, has emerged 
to become the brains behind 
a newly formed opposition 
coalition, the Alliance for 
Change. 

With an energy that belles 
his age and 15 months of kid- 
ney dialysis, Sir Avramovic 
believes the time has come 
to unite disparate opposition 
groups, supported mainly by 
the urban middle class, with 
an equally fragmented and 
weak trade union movement. 

“Without working class 
support it would remain a 
right-centrist opposition 
with a tinge of nationalism,” 
Mr Avramovic says. “I really 
believe that only a popular 
movement will have a 
chance.” 

The Alliance brings 
together other former mem- 
bers of the regime, such as 
an ex-general, an ex-mayor 
of Belgrade and Milan Panic, 
a naturalised US citizen who 
was briefly Yugoslav prime 
minister and heads Californ- 
ia-based ICN Pharmaceuti- 
cals. 

They are joined by Zoran 
Djindjic, head of the Demo- 
cratic party, and Vesna 
Peslc, anti- war campaigner 
of the small Civic Alliance. 
Both were members of a 
broader coalition which dis- 
integrated because of per- 
sonal rivalries last year after 
a winter of anti-government 
street protests. 

“The history of the Affi- 
ance members is chequered 


and difficult." Mr Avra- 
movic, a former World Bank 
economist, admits. “But this 
time no one can afford to 
pull out. The question Is 
whether we will be able to 
mount an effective cam- 
paign." 

Last week Mr Avramovic 
spoke at an outdoor rally for 
the first time to more than 
two years. Organised by 
independent trade unions it 
drew about 6,000 people to 
the southern town or Kral- 
jevo - a reasonable turnout 
given the snowy weather. 
More rallies are planned 
across Serbia. 

Mr Avramovic, known as 
“super grandpa" with a high 
ranking in opinion polls, 
says the burning question is 
haw long the regime can 
stave off complete economic 
collapse, and at what point 
people will start to protest 

“It’s a miracle that any- 
thing functions at all to our 
economy," he says, attribu- 
ting its resilience to a strong 
agricultural base, remit- 
tances from abroad and a 
thriving “grey" sector. 

Western embassies differ 
in their aRHPssmmtK- Some 
see a deepening crisis just 
around the corner, estima- 
ting the government has 
exhausted its reserves and 
can only print money to pay 
the state sector and keep a 
lid on social unrest. Last 
week the dinar plummeted 
on the black market as state 
banks pumped out freshly 
minted notes to try to suck 



Dragoslav Avramovic: baftavas his AJBance lor Change wfll promote unity 


up the “under the mattress" 
hard currency savings of the 
beleaguered population. 

Others disagree. “Milos- 
evic has got 1999 banked,” 
commented one diplomat. 
“The country has got food, 
and oil from Libya. And with 
an openly declared enemy to 
the US, he can call on the 
population for another year 
of sacrifice.” 

Mr Milosevic's skill is to 
channeling popular anger 
away from the regime to the 
US and its allies. Serbs are 
broadly split between those 
who hlame their plight on 
the government and those 
who see the US and western 
sanctions as the chief cul- 
prit. 

The war against ethnic 
Albanian secessionists to 
Serbia’s Kosovo province 
and threats by Nato have 
given Mr Milosevic another 
justification for tightening 
the nation's belt 


Mr Milosevic is likely to 
ignore the Alliance's call for 
early elections. Opinion 
polls, though not renowned 
for their accuracy, indicate 
broad support for a nan-ideo- 
logical government of tech- 
nocrats, such as Mr Avra- 
movic, With the hap.fcing of 
Serb 6migr6s. 

Over the last month the 
US State Department, frus- 
trated with the slow pace of 
negotiations to Kosovo, has 
branded Mr Milosevic as 
“tbe problem” to the Bal- 
kans and not the “guarantor 
of stability” he wants to be. 
Belgrade has accused Wash- 
ington of giving the green 
light to any attempt to 
remove Mr Milosevic by say- 
ing the US would not “lose 
any sleep" if he were to go. 

Before being silenced by a 
new media law, independent 
dailies drew comparisons 
with the last days of Nicolae 
Ceausescu, tbe Romanian 


dictator overthrown and exe- 
cuted by his one-time sup- 
porters in 1989. 

But a coup from within 
the system is looking less 
likely. A purge of the secu- 
rity forces began with the 
sacking of Serbia's secret 
police boss and the chief-of- 
staff of the Yugoslav army 
and is now penetrating to 
the lower ranks. Rumblings 
oT discontent are being neu- 
tralised. 

At the first Joint press con- 
ference of Alliance leaders 
this month, Mr Panic boldly 
predicted the end of the 
regime within months. 

But Mr Avramovic, w hile 
convinced tbe reclusive Mr 
Milosevic is weakening, is 
more cautious and ready for 
the long haul Back on the 
street he is greeted by two 
passers-by. “How is Infla- 
tion, professor?" one asks. 
The other inquires in hope: 
“Are you active again?" 
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Holbrooke warns on Kosovo 


By Guy Dinmore hi Belgrade 
and David White ta Madrid 


US envoy Richard 
Holbrooke, returning to Bel- 
grade for the Erst time in 
two months, warned yester- 
day of a resumption of war 
to Serbia's Kosovo province 
after the loss of at least 37 
lives to border dashes and 
an attack on a bar fre- 
quented by Serb teenagers. 

“We are determined to 
continue our efforts and call 
on all the people to under- 
stand they are playing with 
dynamite if they Tallow a 
deteriorating pattern." Mr 
Holbrooke said to Pristina, 
the provincial capitaL 

Mr Holbrooke later flew to 
Belgrade to meet Slobodan 
Milosevic. The two last met 
on October 13 when, under 
the threat of Nato air 
strikes, the Yugoslav presi- 
dent agreed to a partial with- 


drawal of his security forces 
and to begin negotiations on 
granting substantial auton- 
omy to the province and its 
ethnic Albanian majority. 

Diplomats said the “win- 
dow of opportunity”, as US 
Secretary of State Madeleine 
Albright called Serbia’s 
climbdown, was East closing 
and that Ml Holbrooke 
needed to make tangible 
progress to prevent a widely 
feared resumption of war in 
the spring. 

Ahead of a conference on 
Bosnia which began in Mad- 
rid yesterday, Javier Sotona, 
Nato secretary-general, 
urged both sides to the Kos- 
ovo conflict to show 
restraint 

The meeting of about so 
governments and interna- 
tional bodies urged a push 
next year on tbe return of 
refugees to their home areas 
to Bosnia, as well as for judi- 


cial reforms and restructur- 
ing of police forces. 

Carlos Westendorp, High 
Representative, said the rec- 
onciliation programme 
would have little meaning 
“unless we can get Bosnia's 
economy back on its feet". 
Targets should be set for cut- 
ting “absurd" military 
spending, and donors reduce 
aid if targets were not met 

With most of the $5bn aid 
programme launched In 1996 
already spent. Emma Bon- 
too, European commissioner, 
warned: "International assis- 
tance can hardly be kept at 
the current high levels much 
longer". 

Mr Solana said the Nato- 
led stabilisation force would 
stay at 30,000 until next sum- 
mer. But defence ministers 
meeting in Brussels tomor- 
row would discuss options 
for reducing It after 
that. 
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The European Commission 
has been embarrassed by 
new disclosures of misman- 
agement in one of Its 
multi-million dollar spend- 
ing programmes, aimed at 
supporting vocational train- 
ing projects. 

Criticisms of parts of the 
so-called Leonardo da Vinci 
programme - which had a 
budget of Ecu62Dm ($73lm) 
for 1995-1999 - to a confiden- 
tial audit report have 
emerged as the European 
parliament prepares to vote 
tomorrow on whether to sign 
off the EU’s 1996 accounts. 

A vote against “granting 
discharge” to the 1996 bud- 
get would be tantamount to 
accusing the Commission, 
responsible for day-to-day 
running of EU programmes, 
or financial incompetence. 

Parliament is deeply 
divided over whether to 
block discharge, with its 
largest group, the Socialists, 
urging members not to take 
a step which could trgger a 
censure motion against the 
20 European commissioners. 

Officials yesterday forecast 
a close result, with at least a 
substantial protest vote. 

Erkki Liikanen, EU budget 
commissioner, said Brussels 
bad complied with all parlia- 
ment's requests to tighten 
financial controls, including 
proposals to create a new, 
independent, fraud unit. 

But the Leonardo report 
yesterday stiffened . the 
resolve of rebel MEPs. after 
earlier disclosures of irregu- 
larities at Echo, the humani- 
tarian aid office, and last 
month's highly critical 
report tor the EU’s spending 
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watchdog which estimated S 
per cent of the EU’s Ecuttbn 
budget last year was affected 
by errors. 

The Leonardo report, sees 
by tbe FT, highlights prob- 
lems with management of 
projects with an annual tad- 
get of BculQSm from 1996 to 
1997 by an external contrac- 
tor appointed by tbe Com- 
mission. 

Uclaf. the Commission's 
anti-fraud unit, has been 
notified of some "possible 
Irregularities”, it adds. 

The audit found national 
tax laws and other local leg- 
islation, including social 
security payments, not being 
complied with, as well as 
breaches of tendering proce- 
dures and staff policy. 

A Commissioa spokesman 
insisted yesterday the leaked 
document was not the find 
version of the report and 
officials from Us education 
directorate had answered 
many of tbe criticisms. 

He added that no evtdsace 
of fraud had so far been 
found. 
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0CALAN CASE SPARKS COMPLAINTS _ 

Italian justice minister 
faces inquiry 

Rome magistrates yesterday opened an inquiry into 
ODviaro DiBberto, Italy's justice minister, over his handing 
of a case involving Abdullah Ocalan, the Kurdish leader, 
after complaints by a lawyer representing Turkey. 

The opening of the investigation was automatic after 
Augusts Sinagra, the lawyer, tiled a complaint with magis- 
trates. HEs complaint alleged Mr Difiberto had abused Na;« 
power when he suggested that Mr Ocalan be detained* 
less restrictive conditions just before the Rome court 
appeal had passed a judgment over his arrest 
The court of appeal later allowed Mr Ocalan to move 
from a hospital under heavy guard to private acc or rynoctae- 
tion with an obligation to report to police dally. 

pie office of Massimo D'Alema, ItaBan prime minister, 
said in a statement that the charges of abuse of office 
were unfounded. 

Mr Ocalan was arrested In Rome on November 12 under 
the authority of a German international arrest warrant. Ger- 
many later said it would not ask for his extradition. 

Yesterday, the Italian government also dismissed com- 
ments attributed to Mesut Yilmaz, the Turkish prime mini»r 

ter, to a Turkish newspaper suggesting that Mr Ocarfan 

might be expelled to Albania. Reuters, Rome - 

GERMAN NUCLEAR POLICY _ ' 
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Greens furious over plans 

Gerhard Schrbder, Germany's chancellor, ran Into a dia- ' 
pute with his Green coalition partners yesterday as the- > " : 
ecologists accused him of casting doubt on the courtiy!* 
plans to phase out nuclear energy. 

.On Monday Mr Schrdder saw leading energy ■sec to r ' : 
executives but JOrgen Trittin, environment minister '' 
leading Green, was not invited to toe meeting. 

Mr Schrflder later said that legislation on the 
would not include an immediate ban on the req 
of German. nuclear waste, arguing that it could 
nuclear plants into breach of contract with 
businesses. 

Furious Greens, who see the nudear exit as one of 
top government priorities, insisted, however, that the bw*> _ ~ 
J 0 ”” ee *P® rt °f government programme drawn up 

Jointly between their party and Mr Schrfider’s Social Dem- 
ocrats. 

This has been agreed in the coalition government pact," : 
said Gunda R&steJ. the Greens co-leader. "And we as a . V 

party expect the SPD to implement the coalition pact poW^ • 

by posit, " she said. 

While the Greens want the shutdown to begin immedfc !-&*- 
ately, Mr Schrdder has set a 12-month negotiation period 
in which government and industry win discuss how toe '■ -xX 
move can be best handled. If no consensus is reached, 
thB government has said It wiH go ahead with the move 
anyway. Reuters, Bonn 
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Inflation rate drops 


Wt ^ k* 88 * tev0 l In tecenl times hat 
month wrtha 12-month rate of 1.4 per cant, down from 

* JKT cerrt m 0ctober ' according to to® national staNsttti 
institute. v—-; -:y. 

0,1 Decent overall during the ' ^ 

month, reflecting substantial drops to food and S prod- 

^ easins 01 l 

wh * aftnu * , stuck®-*,: 

a* over < per cent The government said It extracted toe > ji. 
rate to settle around 1.5 per cent in the next tew months. ^ 

tit^year 0 * 3 ^ 08 80 forecast of 2.1 per cent for' ’ 

Meanwhile, the rise in service costs abated, with the 
fafltog to 3.6 percent SSSrS* Sft 
the prevksus month. Underlying inflation, ornttino volatile 
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BANCO AMBBOSIANO NEW BID TO SOLVE MYSTERY SURROUNDING DEATH OF 'GOD'S BANKER 



to be exhumed 


By Jamas Bffiz 'n Rome 

The story of high-level 
corruption in post-war Italy 
has seen many bizarre 
twists. Pew, however, have 
been quite as strange, or 
macabre, as the expected 
exhumation today of the 
body of Roberto Calvi, the 
former chairman of ill-feted 
Banco Ambrosiano. 

Seventeen years after 
Calvi was found, hanging 
under Bteckfriare Bridge in 
London, 'his jacket bulging 
with bricks and banknotes, 
police win today lift his cof- 
fin from its granite vault in 
the village of Drezzo. in the 
Italian alps, ahead of a new 
autopsy. 

The question pathologists 
are being asked to. answer is 
whether Calvi. known as 
“God's Banker" for Ms rela- 
tionship with senior Vatican 
figures, committed suicide or 
was murdered. 

In particular, they will be 
looking for signs of whether 
the bricks in Calvi's pockets 


were put there by him. or by 
'somebody else. J / 

In 1982, a. London coro- 
ners' court came to the con- 
clusion that Cain had killed 
himself, after being sacked 
as the chai rman of Rflhm 
Ambrosiano on- June 17, 
1982. His s l ack i ng and subse- 
quent death were at the 



Calvi, a bulky man 


of undistinguished 
looks, wasa 
powerful figure in 
banking circles 


heart of tbe£L,300bn collapse 
of the bank that year. - 
But in 1997, two men - 
Flavio Carboni, a Sardinian 
businessman, -and Pippo 
“The Cashier” Calo, an. 
alleged'. Sicilian Mafia boss - 
were charged by a Rome 
court with Calvi's murder. 


The allegation is that they 
lolled him for fear he might 
. reveal the details of money- 
laundering schemes. 

Calvi, a bulky man of 
undistinguished looks, was a 
powerful figure in political 
and banking circles. He built 
up a particularly close con- 
nection with Archbishop 
.Paid Mardnkns, then head 
of the Istituto per le Opere di 
Religione, the Vatican bank. 
- By the summer of 1982, 
Banco Ambrosiano owed 
around £15£n to shell com- 
panies in Latin America, 
many of which were con- 
trolled by the Vatican Bank. 
.These ' companies were 
demanding the return of 
their cash. 

But at the same time, 
money appess to have been 
squeezed curt of Calvi from 
another source, the infa- 
mous P2 masonic lodge, lied 
by Lido GeDi, which secretly 
brought together hundreds 
of top figures in public life In 
an anti-communist crusade. 
Gem and his allies are said 


to have received hundreds of 
millions of dollars from 
Calvi over many years. 

There have been sugges- 
tions that, in the weeks 
before Ms death in London, 
Calvi may have been frying 
to got money bad from Gelli 
- who is now serving a 12- 
year prison sentence for 
fraud - and other P2 leaders, 
so he could repay the Vati- 
can bank. 

for years, however, lead- 
ing Mafia pentiti - or super- 
grasses - have been vying 
with each other for the 
credit of having organised 
Calvi's death. It Is still not 
clear what the motivation 
for frilling the banker may 
have been, or on whose 
orders they might have been 
acting. 

The hope of investigators 
is that the autopsy and cur- 
rent trial will throw light on 
the mystery. It Is likely to be 
many years, however, before 
the Banco Ambrosiano saga, 
and God’s Banker, can rest 
in peace. 


Business executives more 


gloomy about 

By Peter Marsh ji^bn - is probably linked 

" to the overall economic cli- 

Business executives across mate across Eiatrpe. which 
Europe are significantly is gloomier than a year ago. * 
more pessimistic about the At the same time, execu- 
benefits to their companies fives may have lost some- of 
of the euro than a year ago, their earlier upbeat attitude 
according to a survey by to the euro as the currency’s 
UPS, the parcels company. launch date approaches. 

In the survey of 1,508 While tt is thought a large 
directors of large companies number of companies .could 
in seven European countries, benefit from the euro as a 
only 44 per cent of respon- result of a general harmonl- 
dents said they thought the sation of business conditions 
single European currency, across Europe and from 
which will he introduced on more transparent, pricing 
January 1. would benefit structures, for others the 
their companies financially change is Kk<»iy to lead- to 
within the next three years, greater competition and 
In a similar survey by UPS tighter pressures on profits, 
a year ago, that figure was according to many analysts. 
63 per cent In the survey for UPS, con- 

The result of .-the poll - * ducted by Harris Research 
conducted between Novem- Centre, a polling organisa- 
ber S and December 9 and ' tion. executives in the UK 
involving businesses in man- were least optimistic about 
ufacturing and services with the introduction of the euro, 
average -annual sales of Just SO per cent thought it 


euro benefits 

would Improve the finances 
of their companies, while 14 
per - cent thought that 
it would make them worse 
oft 

Germany and the Nether- 
lands were the next most 
pessimistic, with 31 per cent 
of respondents in both coun- 
tries saying the euro would 
benefit their finances, while 
3 per cent and 7 per cent 
respectively said the new 
currency would make things 
worse. 

Those with the sunniest 
disposition towards the 
introduction of the currency 
were in Spain, where 63 per 
cent thought the euro would 
improve their companies’ 
finances, and in Italy, where 
the figure was 61 per cent 

For Europe as a whole, the 
figure- of 44 per cent who 
thought the euro would 
improve the outlook for their 
businesses’ financial state 


Introduction of foe awe 
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was exceeded by the 51 per 
cent who said tt would make 
no difference or who did not 
know. Five per cent said the 
euro would make their com- 
panies financially worse off. 

The survey also showed a 
general lack of confidence 
about the economic outlook. 


France and 


West European new car registrations 

January-November 1998 


Germany see 
car sales soar 


By Kafg Kmontan, 

Motor Industry Correspondent 

Sales of new cars in western 
Europe soared by more than 
12 per cent in November 
year on year, one of the 
strongest months for regis- 
trations in recent years. 

The surge pushed registra- 
tions in the first 11 months 
of 1998 up by almost 7 per 
cent over the same period 
last year. Thai was about 
three times the rate of 
Increase predicted by most 
analysts in January, when 
mixed economic signals 
suggested tough times ahead 
for the region's carmakers. 

Hie motor for November's 
growth was surging demand 
for hew cars in France and 
Germany. The strong sales 
easily compensated for flag- 
ging demand in Italy and the 
UK, western Europe's two 
other big car markets. 

Registrations of new cars 
climbed by almost 24 per 
cent in France and by more- 
than 19 per cent in Germany. 
While the French figure 
comes against a very low 
base after the expiry of gov- 


ernment-sponsored new car 
incentives in 1997, the Ger- 
man outcome reflects 
pent-up demand for new 
models, which had, until 
recently, been in short sup- 
ply. 

By contrast, registrations 
fell by more than 8 per cent 
in Italy and were static in 

the UK last month. Alto- 
gether. sales fell in only four 
of the 17 countries tracked 
by the European Automobile 
Manufacturers' Association. 

The healthy French and 
German markets were par- 
ticularly beneficial to the 
two countries’ car makers. 
Volkswagen continued its 
steady gains in market share 
to take 19.2 per cent of the 
European market last month 
- up by almost 31 per cent 
on November last year. 

The growth in VW's sales 
because of new models and 
the elimination of bottle- 
necks on popular cars, such 
as the Golf, pushed the 
group's market share to 17.9 
per cent for the first 11 
months of the year - up 
almost 12 per cent on the 
same period in 1997. 
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Other big gainers were on year - taking its market 
Renault - up more than 2B share to nearly 11 per cent 
per cent in November year for the first 11 months. 


Euro ‘will be stronger currency 
than the dollar or the yen’ 


By Jane M ar tinson, 
investment Correspondent 


Fund managers around the 
world believe the euro will 
be stronger than either the 
dollar or the yen in its first 
year and will benefit equity 
and bond markets in the 
euro-zone, according to a 
survey released yesterday. 

The survey of 240 fund 
management companies 
with assets of $6.219bn, pub- 
lished by Merrill Lynch, the 
US investment bank, found 
that 60 per cent of fund man- 
agers favoured the euro 
above other currencies over 
the next 12 months. 

The dollar was the second 


favourite currency, with the 
support of just over 20 per 
cent of fund managers. 

Two-thirds of those ques- 
tioned expected the single 
currency to benefit stocks 
and bonds in the ll partici- 
pating countries. 

Trevor Greetham, global 
strategist, said fund manag- 
ers expected bonds to benefit 
from a low inflationary envi- 
ronment. and shares to gain 
from corporate restructuring 
as a result of the euro. 

Investors favoured sectors 
such as hankin g, insurance 
and telecommunications, 
largely because of the scope 
for such cross-border consol- 
idation. “Most investors 


don't really expect there to 
be 11 national telecoms com- 
panies in a few years,” said 
Mr Greetham. 

Continental European 
fund managers provided a 
fillip to the European Cen- 
tral Bank, with 83 per cent 
saying that the euro would 
be a “hard" currency over 
the longer term. 

There were some notice- 
able regional differences 
among fond managers. The 
most optimistic were conti- 
nental European and Japa- 
nese investors. 

A much lower percentage 
of UK fund managers - 58 
per cent - thought that the 
euro would be positive for 


financial assets, though 
most agreed the UK would 
join the single currency In 
2003. 

Merrill Lynch's own ana- 
lysts expressed greater cau- 
tion about tbe economic out- 
look in a separate annual 
report published on Monday. 
David Bowers, bead of Euro- 
pean equity strategy, said 
that most of the good news 
had already been factored 
into European share prices, 
although there was still a 
great deal of uncertainty 
about the currency. 

“It's impossible to discern 
whether the euro will be a 
strong or weak currency. ” he 
added. 



* 



* 
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Euro-zone sectors are making ready for the start 
of the single currency on January i but, while 
some consumer industries are well dug in for the 
coming storm,' others are left without shelter or 
friends in an uncertain business environment 

Revolution has 
already come in 
consumer goods 


By John wnbnan, 

Consumer Industries Editor 

For moat consumer 
companies trading through, 
out the European Union, the 
revolution hqs already come. 

Development of the single 
market conceived in the mid- 
1960s by Jacques Delors, 
then European Commission 
president, means that tew in 
this class of companies now 
maintain separate organisa- 
tions in every EU country. 
The bigger multinationals 
have long been reorganising 
their supply chains across 
European borders. 

That strategic restructur- 
ing has been driven by sup- 
ply-side, cost-cutting, consid- 
erations. Monetary union, 
however, will introduce a 
new demand-pull stimulus; 
suppliers that continue to 
operate differently from 
country to country will find 
themselves at a competitive 
disadvantage. 

Why? Because a single 
currency allows customers 
to compare prices more eas- 
ily. They will buy from the 
companies that offer the low- 
est prices throughout the 
EU, in most cases those that 
have restructured on a conti- 
nental scale to achieve the 


greatest economies of scale. 

“The euro will completely 
change the environment in 
which consumer companies 
operate." says Francois 
Charrifere, a partner with 
Andersen Consulting in 
Paris. “We are heading for a 
price war." 

The customer in most 
cases is not the individual 
who consumes the products 
and services. For the big 
food, drink and household 
goods companies, it is the 
wholesalers, distributors and 
big retailers that increas- 
ingly operate outside their 
home countries. 

Most do not currently 
source their supplies on a 
pan-European basis, says 
Michael Uttlechild, a consul- 
tant with KPMG in London. 
But the euro will make EU- 
wide purchasing inevitable, 
simply because those retail- 
ers that fail to do it will end 
up at a price disadvantage. 

"Some are already writing 
to their suppliers asking for 
details of the prices they 
charge in different countries 
for certain items." says Mr 
Uttlechild. “That’S a fright- 
ening letter for some compa- 
nies - and not just because 
they often find it hard to 
answer. For the first time. 


they realise the euro is more 
than just an operating cur- 
rency.” 

Many of the larger con- 
sumer groups have antici- 
pated this demand and have 
begun working to reduce dif- 
ferences between their prices 
In different parts of Europe. 

“Retailers and wholesalers 
have every right to buy from 
us at the cheapest rate - and 
they are exercising that 
right," says Stephen Mabel. 
Emu project director for 
Allied Domecq, the drinks 
group. “We recognise we win 
eventually have to offer a 
single price across the 
EU." 

Achieving that is not 
always easy. Many consumer 
products have been differ- 
ently positioned from coun- 
try to country - such as 
Stella Artois, which has 
been painstakingly marketed 
as a premium lager in the 
UK but is often a more work- 
aday drink in other Euro- 
pean countries. 

"There will be arbitrage 
opportunities for retailers," 
says Michael Rayner of 
McKinsey, the business con- 
sultants. “But these could 
erode brand values." 

In some cases there will be 
sufficient differences 
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between products in various 
markets to make it bard to 
ship goods from low-cost 
countries to higher-cost 
ones. There are substantial 
differences between soap 
powders in Spain and Ger- 
many, for example - in fra- 
grance, performance and 
packaging. 

But the rfiatinguisbtng fea- 
ture of many highly branded 
goods Is that they are identi- 
cal across the globe, says 
KPMG’s Mr Uttlechild. The 
European market for a 
designer T-shirt, for exam- 


ple. cannot easily be seg- 
mented. ' 

Pressures for single Euro- 
pean pricing - moving 
towards the floor rather 
than upwards - will force 
consumer companies to 
examine every part of their 
supply chain and rationalise 
it to reduce costs. “Even the 
large multinationals which 
.have rationalised their pro- 
duction have asset bases 
which are too large," says 
McKlnsey’s Mr Rayner. 

In some cases, ft will make 
sense to abandon market 


positions in some countries 
- to raise prices towards an 
optimum European level 
rather than cut all prices to 
the lowest In others. hard 
decisions will be needed to 
concentrate output at plants 

yfrat «in minimto COStS and 
tnflinferfn margins in an envi- 
ronment of foiling prices. 

“The uncertainties of 
exchange rates made it easy 
to avoid the pain of restruct- 
uring and the charges 
against profits.” says Mr 
Rayner. “Emu makes that 
impossible." 


CASE STUDY FRANCE’S ACCOR FEARS ITS CUSTOMERS MAY NOT BE ABLE TO ADJUST QUICKLY 


By Samer Iskandar in Paris 

For any company deriving 
two-thirds of its sales in 
Europe, the advent of the 
single currency was always 
going to be a priority. But 
few are as advanced in their 
preparations as Accor, the 
French hotel, travel and cor- 
porate services group. 

The company introduced 
dual pricing of its products 
and services - at an indica- 
tive rate - several months 
ago. and will start accepting 
euro-de nominated payments 
within hours of the setting 


Euro 

shopping 


of irrevocable conversion 
rates for national currencies. 

Last year, euro prepara- 
tions were integrated into 
the Accor 2000 project, argu- 
ably the biggest managerial 
shake-up in the group’s his- 
tory. “There is not a single 
activity we are involved in 
that is not affected by the 
euro." says Jean-Marc Espa- 
lioux. chairman, whose 
ambition for Accor to be a 
“euroleader” has become the 
group's motto. 

In coming months, most or 
the group’s 120.000-plus 
employees will be given 


euro-related training. The 
chairman himself kicked off 
an information campaign in 
October, by addressing 3,000 
employees in a three-hour 
video conference. 

Before the end of the 
month, almost 30.000 book- 
lets on the euro will have 
been distributed to staff. By 
early next year, all employ- 
ees who have regular con- 
tact with clients will be able 
to answer simple questions, 
such as “Can 1 have my bill 
In euros?" or “When can I 
start paying in euros?” 

Up to 100 employees - of 


the 1.000 or so involved in 
Accor 2000. which also deals 
with the millennium com- 
puter bug - are fully dedi- 
cated to the euro. Earlier 
this year, euro committees 
were set up in aD core busi- 
nesses. The committees co- 
ordinate their efforts 
through a pilot committee, 
which meets monthly and 
reports directly to the 
group's supervisory board 
every quarter. 

But above all, Accor sees 
the euro's advent as a 
unique business opportunity. 

Mr Espalioux is convinced 


the single currency will be 
favourable to the tourism 
and travel industries: “As 
travel becomes cheaper, 
people will increase the fre- 
quency of their trip6." 

Accor also expects to bene- 
fit from the greater transpar- 
ency that will result from 
prices being displayed in the 
same currency across 11 
countries. “This will allow 
customers to see that French 
hotels are cheaper than else- 
where in Europe," Mr Espa- 
lioux says. “This is why it is 
very important to have dual 
pricing from early on.” 
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Accor believes some of its 
customers will already want 
to start paying In euros from 
next month. Although it 
does not believe a large-scale 
switchover is imminent, the 
group feels Oils will nonethe- 
less happen “very quickly” - 
before the Introduction of 
euro notes and coins in 2002. 

Christian Gary, group 
treasury and finance direc- 
tor. will seek to match pay- 
ments and receipts, in the 
single currency. Just as 
Accor will accept euro-de- 
nominated payments, “sup- 
pliers must also accept to 
worts in euros,” he says. 

While subsidiaries in euro- 
zone countries will continue 
to keep their accounts in 
their domestic currencies, 
the group’s 1998 accounts - 
to be published in spring 
1999 - wOL be consolidated 
in euros. Accor will also 
redenominate its capital 
from January and pay divi- 
dends in the single currency 
to shareholders who request 
It. 

“Our marketing strategy 
towards large corporate cus- 
tomers and our loyalty 
schemes are not yet man- 
aged on a pan -European 
basis,” says Mr Espalioux, 
who blames this partly on 
slower-moving partners such 
as banks and credit card- 
companies. “But this will 
change with the euro, which 
will remove the technical 
barriers." 

Accor’s management fears 
that if anything it may be 
too well prepared for the 
introduction of the euro. 
“We will have to adapt the 
speed of our switchover to 
that of our customers," Mr 
Gary says. “We do not want 
clients to feel pressured." 


END TO CURRENCY COSTS CASH MANAGEMENT WIL L BE EAS ED □ SOME WORRIES OVER PRIC E INCO NSISTENCIES BETWEEN MARKE TS 

US soap giants’ million-$ chances to score 


By fflctanl Tomkins 
ftiHwfYoik 


For US soap and toothpaste 
makers, the euro - and the 
benefits It will bring - can 
hardly come too soon. 

True, they acknowledge, 
monetary union could 
expose some awkward incon- 
sistencies among the 
prices of their products 
between one country and 

^BttTprocter & Gamble. Git 

lette, Colgate-Palmolive and 
other US consumer products 
companies expect to save 
SuK of dofiare through 
the elimination of foreign 
exchange costs. 


They also point out that 
transparency works both 
ways. Not only will the cost 
or their products become 
more easily comparable: so 
will the cost of their sup- 
plies. 

P&G probably speaks for 
most US consumer goods 
companies in describing 
monetary union as another 
step on the road towards the 
consolidation of their Euro- 
pean businesses, rather than 
a turning point. 

“Ariel laundry detergent. 
Always feminine hygiene. 
Pampers baby diapers. Pan- 
tone hair shampoo - these 
are all products that are 
already managed and pro- 


duced on a pan-European 
basis, mat is a strategy we 
have been following progres- 
sively since the 1980s," P&G 
says. 

“So while monetary union 
helps a bit in that respect it 
isn’t the main driver, 
because consolidation Is a 
route we were already on.” 

AH companies agree that, 
for them, the euro’s biggest 
benefit will be the opportu- 
nity to streamline their 
European treasury opera- 
tions. “We will be able to 
manage cash on a truly pan- 
European basis without pay- 
ing the foreign exchange and 
interest spread." says Gil- 
lette. 


When it comes to the pric- 
ing of their products, US 
consumer goods manufactur- 
ers acknowledge that mone- 
tary union will intensify the 
need for harmonisation, but 
say this is not a particularly 
new phenomenon. 

"We are already selling 
the same brands across the 
European Union, often in 
multilingual packages with 
as many as six languages on 
them." says P&G. 

"If our prices weren’t har- 
monised, wholesalers and 
retailers would in any case 
buy them in the cheapest 
country and ship them 
across borders. So we have 
for some time now had to 


recognise the need to har- 
monise our pricing." 

Colgate agrees, saying it 
has been operating continu- 
ous price conversion in 
Europe for years. 

“This reflects the. Euro- 
peanisation of the supermar- 
ket trade - for example. 
Metrb operating In 14 differ- 
ent European countries, 
Carrefour in four, and so an 
- and the increasing influ- 
ence of European brand 
strategies of companies like 
ours," Colgate says. 

“We expect that pricing 
changes will follow an evolu- 
tionary trend. We have seen 
that evolution for some 
time now, and we expect 


this process to continue.” 

Even so, the euro will' 
inevitably throw up anoma- 
lies. Gillette says one issue 
being addressed by its euro 
project team is that of 
so-called strategic price 
points - for example, pricing, 
a product at 99 cents instead 
of $L 

As Gillette points out a . 
059 price point may trans- 
late to something meaning-' 
less such as Q.& when trans- 
lated into euros. Getting 
these price points rigbt,-the 

Company Says, IS snTngthing 
that will have to be resolved 
before full introduction of 
the common currency in 
2002 . 


RETAILERS WORRY ABOUT DUAL PRICING 

‘Like driving 
on 






By Peggy Hoflhgsr 


French hotel group ready for the off 


It sounds wonderful. Intro- 
duce the euro and. European 
retailers will be able to nego- 
tiate lower prices from sup- 
pliers which, it has been 
alleged, have been biding 
behind foreign ^amhang g to 
maintain unjustifiable {nice 
differentials. Consumers 
would then benefit as retail- 
ers pass 'on the gains 
through lower selling prices. 

Given the disparity in sell- 
ing prices far everyday prod- 
ucts, this hardly seems far- 
fetched. Dresdner Klein wort 
Benson, the investment 
bank, recently estimated 
that retail prices for basic 
items such as tea and min- 
eral water vary by more 
than 300 per cent inside the 
European market, for no. 
obvious reason. 

"The scale of the price dif- 
ference is simply too large to 
be explained by country-spe- 
cific factors." says Lawrence 
Sugarmann of DKB. As cross- 
border consolidation gathers 
pace in the -retail sector, 
price differentials from man- 
ufacturers will be harder to 
defend, DKB argues. 

Carrefour, Europe's lead- 
ing hypermarket operator, 
argues , that a single cur- 
rency will benefit food retail- 
ers more than others. 
“Prices from suppliers are 
abnormally different In 
food,” says Daniel Bernard, 
Carrefour’ S nhairrnan 

The single currency will 
“give more [negotiating] 
power to those with market 
share V he says, and may 
makp pan-European acquisi- 
tions easier. 

But other retailers are 
sceptical either that they 
will , get significant buying 
gain* from the euro alone, or 
that, in the short term, it 
will drive down retail prices 
to the lowest common 
denominator. 

“There simply are not the 
warn a tax rates in different 
countries, and logistical 
costs such as fuel are differ- 
ent," says Chris Williams of 
C&A, the clothing retailer 
with operations in nine euro 
countries. 

Ahold; the Dutch food 
retailer which trades in 
three of the euro countries. 


says it sees no significant 
advantage to the single cur- 
rency, other than removing 
the complications of foreign 
exchange transactions. 

In fact, the single currency 
brings more headaches than 
benefits, say retailers. Since 
buying a product, in a shop 
will be most ordinary con- 
sumers’" first experience of 
the new currency, retailers 
will be in the front tine 
when notes and coins are 
introduced on January l 
2002 . 

Most countries plan to 
have a changeover period, of 
anything from a few weeks 
to several months, during 
which retailers will have to 
operate in two currencies. 

Dual pricing poses prob- 
lems for retailers. “They 
[politicians] are asking 
retailers to make the change 
at the very worst time of the 
year." says Mr Williams. 
“Retailers -will have gone 
through the trauma of 
Christmas, and will be In the 
middle of the trauma of 
marking down stock for the 
January sales. To have 
prices in both, the national 
currency and the euro 
makes life very difficult" 

Staff have to be trained 
and systems capable of tak- 
ing payment partly in euros 
and partly in another cur- 
rency. This all costs money, 
and may have to be passed 
on through higher prices. 

Ahold estimates the 
changeover will cost about 1 
per cent of sales made dur- 
ing the month-long change- 
over period in the Nether- 
lands. Euro Commerce, the 
European retail lobbying 
group,- has speculated that 
an extended changeover 
period could cost the indus- 
try as much as 2J5 per cent 
of annual sales — or $3l.4bn 
- when all factors are taken 
into consideration. 

Mr Hoi argues that dual 
pricing for any length 'of 
time Is like conducting a 
driving experiment with 
potentially fatal conse- 
quences. “If the British gov- 
ernment decided on a 
month-long experiment to 
try driving on the right hand 
side of the road as well as 
the left, what would happen? 
It would be chaos." 


COIN AGE CH ANGE PRES ENTS PROBLEMS 

Slot-machines 
industry sees 
jackpot recede 


By Tony Baiter in Frankfurt - 

For Germany’s coin-operated 
games and vending mach- 
ines Industry, the euro is 
just one more headache in a 
line of business where it 
seems harder' than' ever to 
hit the jackpot. Changing 
the nation's 3m Him»hinwi to 
accept euro, .instead of 
D-Mark coins; from 2002 will 
impose heavy costs, on an 
industry already complain- 
ing about declining sales, 
high taxes and restrictive 
laws on automatic games. 

“We have good reason to 
be concerned.'’ says Pan! 
Ganselmann. chairman of 
the German Vending and 
Slot Machine industry Asso- 
ciation. “The economic 
development of our trade 
has been in decline for many 
years." 

Apart from the -cost of the 
changeover, expected to 
amount to DMibn ($600m), 
two euro-related problems 
preoccupy the inddstry: the 
availability of the new cur- 
rency and its design. Accord- 
ing to current' plans. Ger- 
many will Initially issue 
only the equivalent of 
DM7-6bn in euro colns. That 
is barely half the DMl5bn 
worth of coinage now circu- 
lating In the cquntry. Hav- 
ing fewer coins in their pock- 
ets, Germans will presum- 
ably buy fewer cigarettes 
and drinks from the nation’s 
L2m vending' machines and 
play fewer. -games on its 
600,000 coin-operated games 

machingfl. . 

However, as long as they 
consider travel more of a 
necessity than smoking or 
having a quick game of pin- ' 
Inn, they are likely to con- 
tinue to use the 50,000 public 
transport’ ticket machines 
Just as much as in the past 
. The slot machine industry 
is also unhappy that the 


most valuable coin after 2002 
will be the 2-euro coin. It 
will be worth DM4 - 20 per 
cent less than the DM5 coin, 
the most valuable German 
coin now in circulation. 
Unless potential customers 
walk around with pockets 
bri mm i ng with 2-euro and 
l-euro coins, their purchas- 
ing power will be reduced. 

Still more awkward is the 
question of the euro coins' 
design. Vending machines 
wifi find it virtually impos- 
sible to recognise euro onma 
and reject fakes unless they 
are made to precisely the 
same standard in all euro- 
zone national mints. The 
issue here is not the coins’ 
size, or the fact that they 
will have different national 
symbols on one side, depend- 
ing on. the country where 
they are minted. Vending 
m ac hin es recognise coins 
primarily by the magnetic 
field created between each 
coin and the machine. 

It is therefore vital that 
the eight euro coins, ranging 
in value from one cent to 
two euros, should release dif- 
ferent magnetic impulses 
Unfortunately, when the 
first trial SO cent coins were 
tested, they proved magneti- 
rally indistinguishable from 
20 cent coins. 

“The introduction of the 
euro will be an extraordi- 
flsrily complex process and 
the biggest challenge in the 
history of the slot machine 
industry," says Sveh Tob- 
hen, an industry asso ciation 
board m emb er. 

Tomorrow 

How the transparency of 
the euro will help 
innovative companies in 
their world markets. 
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Gates admits bowing to internet pressure 


By Rfctari Woffle 
to Washington 


Bill Gates, chief executive 
and founder of Microsoft 
admitted shifting his compa- 
ny' 6 internet strategy 
because of public pressure 
over his company's market 
power, a court has heard. 

Mr Gates's admission yes- 
terday is one of the first indi- 
cations that the world’s larg- 
est software company has 
softened its aggressive mar- 
keting and disbibatkm tac- 
tics in the face of intense 
political and media scrutiny. 

The evidence emerged at 


the start of the ninth week 
of the Microsoft monopoly 
trial, as the federal govern- 
ment and 19 states 
approached the end of their 
witness list Microsoft Is 
accused of abusing its mar- 
ket power over Windows, the 
operating software which 
drives more than 90 per cent 
of the world's personal com- 
puters, to dominate markets 
such as internet software. 

Mr Gates was interviewed 
by government lawyers at 
his headquarters near Seat- 
tle this summer, but he is 
not scheduled to appear in 
court as a witness. Instead 


his testimony has been 
played on videotape in court 
at several points to support 
the government's case. 

On video, Mr Gates was 
questioned about an internal 
e-mail he received In Febru- 
ary about plans to require 
internet service companies 
to point computer users 
automatically to Microsoft’s 
own internet page. The strat- 
egy would boost Microsoft's 
“portal", or gateway service, 
by making It the first stop 
for new internet users. 

However, the e-mail 
suggested there were inter- 
nal concerns about the strat- 


egy because of Mr Gates’s 
testimony at Senate hearings 
in March. 

Asked about the e-mail, Mr 
Gates said the strategy had 
been abandoned to avoid 
stirring up public feeling 
against Microsoft. “1 think 
the PR group thought It 
would be controversial and 
we didn't see the benefit as 
being worth having that con- 
troversy," be said. 

However, Mr Gates proved 
less forthcoming when ques- 
tioned about separate 
e-mails concerning Micro- 
soft’s strategy towards Inter- 
national Badness Machines, 


the world's largest computer, 
company, and its relation-, 
ship to Lotus, the office soft- 
ware company. ■ 

Mr Gates was closely inter- 
viewed about a series of 
e-mails which centred on his 
fears about the close links 
between IBM and Lotus., - 
In March 1994, Joachim 
Kempin, Microsoft vice-presi- 
dent responsible for con- 
tracts with computer mak- 
ers, wrote: “I am willing to 
do whatever it takes to kick 
them, out, but strongly 
believe we need a [world- 
wide] hit team to attack IBM 
as a large account, whereby 


the [computer maker] rela- 
tionship should be used to 
apply some pressure.” 

Mr Gates denied the gov- 
ernment’s suggestion this 
indicated Microsoft was will- 
ing to use its market power 
to force IBM to drop or 
weaken its links with Lotus. 
. Hie also disputed a newspa- 
per column which he 
authored in October 1995 
which appeared to confirm 
that Microsoft’s intention 
was to win “a larger share of 
the market for internet 
browsers" - a‘ point that 
Microsoft's lawyers have 
repeatedly denied in court. 


CHILE AS FO RMER DICTATOR FIGHTS HISJDEJENTION IN UK, DOM ESTIC ELECTIONS RET URN TO TOP OF POLITICA L AGENDA 

Pinochet overshadows presidential race 


By Imogen Mark In Santiago 

The general In his legal 
labyrinth has been down- 
graded. The British Law 
Lords might have been con- 
sidering overturning their 
ruling In the Augusto Pino- 
chet case yesterday but the 
Chilean TV crews are home 
from London, as is the air- 
force jet that waited In vain 
for the former dictator. 

The local football champi- 
onship is back as lead item 
on the news programmes 
and the presidential election 
campaign Is top of the politi- 
cal agenda, although the 
elections are a year away. 

Both rlghtwtng presiden- 
tial hopefuls have gone on 
the offensive, attacking the 
centre-left government coali- 
tion and its failure so far to 
secure the general's return. 
The right’s frontrunner, Joa- 
quin Lavln of the Union 
Dem6crata Independiente 
(UDI), said on Sunday: “It’s 
dear alter these two months 
[since Gen Pinochet was 
detained in London] that we 
are the option that can guar- 
antee to form a national gov- 
ernment, a government of 
peace.” 

His rival, Sebastian Pihera 
for Renovation National, 
called for a new political 
framework “to defend 
national freedom and sover- 
eignty”, to include the cen- 
tre-right and Christian Dem- 
ocrat voters “who do not feel 
that the Concertaddn [gov- 


Pinochet lawyers seek to overturn law lords’ verdict 


Lawyers tor General Augusto 
Pinochet yesterday began 
their unprecedented attempt 
to overturn the House of 
Lords ruling removing 
immunity from prosecution 
from the former Chilean 
dictator, John Mason and 
Andrew Parker report from 
London. 

The failure of Lord 
Hoffmann, one of the law 
lords who heard the case, to 
disclose his connections 
with Amnesty International, 
the human rights group 
which has supported Gen 
Pinochet’s extradition to 
Spain to face trial, meant 
there was a real danger of 
actual bias by him, Clare 
Montgomery QC claimed. 

Lord Hoffmann was a 


director of Amnesty 
International's charitable 
arm. Amnesty had always 
argued that Gen Pinochet 
was guilty of cremes against 
humanity and sought his 
prosecution for them, she 
said. 

However, Alun Jones QC, 
for the Spanish government 
said the general’s lawyers 
were abusing legal process, 
since they had known about 
Lord Hoffrnann’s finks with 
Amnesty but had not 
complained about them until 
after Jack Straw, the home 
secretary, had ruled that 
Gen Pinochet should be 
extradited to Spain. 

The hearing continues 
today. Any fresh hearrig by 
the lords of the immunity 


issue is lately to be heard 
next January. 

The UK Foreign Office 
yesterday warned that for 
the duration of the 
extradition proceedings 
against Gen Pinochet in the 
UK, which could last up to 
two years, “feelings against 
Britain and British nationals 
will remain high" in Chile. 

“The situation continues to 
be volatile. Anti-British 
feeling could flare up at any 
time and result in 
spontaneous actions against 
British nationals and British 
commercial interests,” it 
said, urging Britons to keep 
a low profile in Chfleand 
avoid areas where the 
Engfish-speaking community 
usually gathers. 


eminent coalition] repre- 
sents them”. 

The targets for both candi- 
dates are the 
middle-of-the-road voters 
who have traditionally sup- 
ported the Christian Demo- 
crats. It is Chile’s biggest 
single party and the senior 
partner in the coalition. 

Its candidate, President 
Eduardo Frei, easily won 
last time in internal prima- 
ries over Ricardo Lagos, the 
Socialist leader, and went on 
to secure 56 per cent of the 
votes in the 1993 national 
election. 


But the party is now in 
disarray, with a divided lead- 
ership and an un charismatic 
presidential hopeful. Senator 
Andr§s Zaldivar, who Is way 
behind Mr Lagos this time. 

Mr Lagos is the national 
front-runner in opinion 
polls, with 32 per cent of 
votes. Mr Lavin follows with 
15 per cent. Mr Zaldivar has 
10 per cent and Mr Pifiera 3 
per cent 

The right’s hope is to use 
the Pinochet issue to gather 
an anti-left vote against Mr 
Lagos. He has steered clear 
of direct controversy on the 


general’s fete, insisting that 
it is a judicial matter. 

But his Socialist party, 
which, together with the 
Communist party, suffered 
most of the political repres- 
sion during the general's 17- 
year rule, has taken a harder 
line. They would prefer Gen 
Pinochet to be tried in Chile, 
the party leaden say. But a 
group of Socialist deputies 
lobbied last month in Europe 
in support of the general’s 
detention In London and 
eventual trial in Mad rid, and 
even asked the British Home 
Office to proceed with the 
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extradition as there were no 
conditions to bring him to 
justice in Chile. 

The Socialists' action 
angered their Christian 
Democrat allies, who saw it 
as disloyalty to the govern- 
ment. Relations among the 
coalition partners are tense, 
although the disputes date 
from well before the affair. 

Still, Its members insist 


the coalition is in no danger 
of felling apart, nor do its 
opponents see it splitting, 
according to Senator Jovino 
Novoa of the UDL 
“But the voters who have 
backed the [coalition} in the 
last two elections, especially 
in the Christian Democrat 
party, will not be happy that 
the Socialists are setting the 
agenda,” he says. 


Everyday tax 
could sabotage 
Brazil’s budget 


By Geoff Dyer In S6o Paitio 


It sounds routine and 
bureaucratic; CPMF, a tax 
all Brazilians have to pay on 
financial t ranRUrttonfi , such 
as writing a cheque. 

However, the’ same mun- 
dane tax; -now has a central 
role in Brazil’s economic 
future.- A likely delay by 
Congress in approving 
CPMF could blow a huge 
hole in the carefully planoed 
budget targets the Brazilian 
government has negotiated 
with the IMF. New savings 
win have to be found. 

And concerns about CPMF 
are at the root of the new 
bout of Investor nervousness 
that haft engulfed the Brazil- 
ian economy, causing share, 
prices to fell &5 per emit on 
Monday . and prompting the 
departure of Slba from the 
country since Friday. 

Coming on the back of the 
government’s defeat two 
weeks ago in Congress on a 
measure to increase pension 
contributions from civil ser- 
vants. the probable delay to 
CPMF has caused some 
investors to wonder if Bra- 
zil’s R$28bn (CS$2&2hn) aus- 
terity plan is falling apart. 

! Hwwil mitWnwd the tOUgh 

austerity programme in 
October In an attempt to 
recover confidence in its 
economy after the currency's 
near-crisis in September. 

As part of the fiscal pack- 
age . -the government 
announced 1 a three-year 
extension to the CPMF tax, 
which expires on January 22, 
and said it would be raised 
from 0.2 per cent to 0.38 per 
cent. The Increase alone was 
expected to generate a fur- 
ther R$7-3bc .in 1999, more 
than a quarter . of the 
planned, savings. 

. However, as a constitu- 
tional amendment, the tax 
increase faces a laborious 
legal -process. It must be 
passed twice in each house 
of Congress, by a three-fifths 
majority, as well as passing 
through several committees. 
Congress goes Into summer 
recess this week, although it 
reopens for a special session 
on January 4. 


Inflation 
in US 
remains 
subdued 


OS consumer prices rose 
moderately in November as 
inflation remained subdued 
across a broad range of sec- 
tors, the government said 
yesterday. Reuters reports 
from Washington. 

The consumer price index, 
the government’s main infla- 
tion gauge, rose 02 per cent 
in tiie month after an identi- 
cal increase in October. 
Excluding volatile food and 
energy costs, the “core” CPI 
also increased 0.2 per cent, 
the same as in October. 

In the 12 months *»n# n g in 
November, the CPI was up 
1.5 per cent. Depressed 
energy prices have helped 
keep the CPI low. Prices of 
apparel and new cars and 
trucks did not move in 
November. 

“It’s highly unlikely that 
price inflation is going to 
gathgr momentum any time 
soon, given all the slack we 
now have in the US manu- 
facturing sector and the pro- 
found weakness occurring in 
east Asia as well as emerg- 
ing in Tjitin America,” 

John LonskL of Moody's 
Investors Service. 

Subdued inflation has 
given the Federal Reserve 
leeway to cut Interest rates 
three times since late Sep- 
tember. Fed policymakers 
win meet again next Tues- 
day to discuss monetary pol- 
icy. 

Housing prices In Novem- 
ber showed a slight pick-up, 
rising 0 A per cent after a 02 
per cent gain the month 
before. Tobacco prices fell 
U pm- cent but Patrick Jack- 
man, an economist at the 
Bureau of Labour Statistics, 
noted this was due to one-off 
discounts in November. 
Prices would rise in Decem- 
ber and January on price 
and tax increases. 

Separately, the Commerce 
Department said stocks of 
unsold goods rose modestly 
at most businesses during 
October, reflecting a rela- 
tively healthy balance 
between, sales and produc- 
tion. 

The value of inventories 
held by manufacturers, 
retailers and wholesalers 
increased 0.3 per cent to a 
seasonally adjusted $1 ,084b n 
after a 0.6 per cent advance 
In September. 


Business ponders costs 
of impeachment fight 

If House votes yes after tomorrow’s debate, and trial goes ahead 
In Senate, Clinton will have trouble taking economic initiatives 


By Gerard taker in Washington 
and John Anthers and 
John Utah In New York 


A s the threat of 
impeachment 
against President 
Bill Clinton intensified yes- 
terday, business leaders and 
the fin iancfal marirpha were 
beginning to weigh the eco- 
nomic consequences of a 
protracted battle between 
the White House and Con- 


With more moderate 
Republicans indicating they 
would support impeachment, 
the chances of a yes vote in 
the House of Representatives 
after tomorrow's historic 
Impeachment debate 
appeared to grow. 

If impeachment goes 
through the country will be 
treated to the spectacle of a 
trial in the Senate - which 
could last for many months, 
perhaps paralysing the legis- 
lative process and matring it 
more difficult for Mr Clinton 
to take any important initia- 
tives that might be neces- 
sary should the economy 
weaken. 

Yesterday, John McHugh. 
Jack Quinn and Tom Camp- 
bell joined the ranks of mod- 
erate Republicans announc- 
ing for imp e ac hm ent White 
House officials are still 
working on a critical list of 
20 or so Republicans who 
have not made up their 
minds. And there were even 
some signs of hope for the 
president in an article in the 
New York Times by Bob 
Dole, his former opponent in 
the 1996 presidential race, 
who called for a joint resolu- 
tion of censure in Congress. 

But no one at the White 
House disputes that Mr Clin- 
ton feces a very dose vote. 

His deepening troubles 
helped to force a sharp fell 
in the n^ain equity market 
indices on Wall Street over 
the last two weeks. Since hit- 
ting a record of 9,37427 on 
November 23, the Dow Janes 
Industrial Average has sus- 
tained severe falls, dropping 
to 8,096.60 on Monday this 
week, immediately after the 
House judiciary committee 
had agreed on four articles 
of impeachment 

The White House had been 
hoping that leading business 
executives would give public 
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support to the president But 
while trade unions have 
weighed in on Mr Clinton's 
behalf; there have been no 
strong gestures of support 
from the corporate sector, 
which sees impeachment as 
a hot political issue best left 
alone. As one leading banker 
put it the potential costs of 
a Clinton impeachment were 
not great and there was “not 
enough upside” to justify 
making a public stand- Little 
legislation of importance for 


The chances of a 
yes vote in the 
House of 
Representatives 
seem to have 
grown recently 


the markets is scheduled for 
next year in any mm* and so 
a protracted trial need not in 
itself damage Wall Street 
interests. 

Thera was a broad consen- 
sus that an impeachment 
process need not inflict seri- 
ous damage oh the markets 
over the next year. 

Economists and market 
strategists all suggested that 
-the fells were unlikely to be 
.sustained, even through a 
Senate trial, and that the 
reaction had only been so 
strong because most dealers 
had assumed after last 
month’s mid-term congres- 
sional elections that the 
president would not be 
impeached 


lan Shepberdson, chief 
economist at High Fre- 
quency Economics in New 
York, said “The markets are 
taking it much more to heart 
than I thought they would, 
which is probably because 
there’s been an ostrich-like 
mentality mi the Street. The 
belief has been that there 
would be no impeachment at 
alL" But he suggested that 
the fells would not continue, 
even if the process moved on 
to a lengthy trial in the Sen- 
ate. 

He said: “This can't weigh 
on the markets indefinitely. 
People will t hink it's a 
national embarrassment, but 
it doesn't make a difference 
to US asset values." 

Other analysts said that 
the Impact of a Senate trial 
would bear chiefly on mar- 
ket psychology, rather thaq 
fundamentals. 

William Chaney, chief 
economist at John Hancock 
in Boston, said: “It's almost 
a question for a behavioural 
psychologist rather 
than an economist. The obvi- 
ous question is why it 
should make any difference 
at afl” 

He pointed out that there 
were minimal differences 
between Mr Clinton 
Gore, the vice-president, on 
economic issues. 

BID Meehan, market strat- 
egist at Cantor Fitzgerald, 
said: “1 don't think it means 
a heck of a lot If it goes to 
the Senate it ends there, i 
haven’t spoken to any 
domestic Investors who 
say that they’re pulling out 
of the market because of 
this." 

John McCarthy, head of 
foreign exchange at ING Bar- 
ings Capita) Markets in New 
Vbrk, said: “ft’s had an 
tapucL The threat of insta- 
bility and inertia from a 
drawn-out Senate trial could 
be a real threat to the dol- 
lar. 

But he said that the 
impeachment would not 
oc pur “In a vacuum". He 
said the introduction of the 
euro and the fete of the Jap- 
anese yen could both have 
an equal impact. He 
a«qjted however, that the 
market, like the rest of the 
us, was becoming more 
fc^sed on the impeachment 



s 


The incentive for quick 
approval of the measure is 
high. Hy. law, if the tax is not 
extended before the January 
expiry date the government 
hoc to wait a fiirther 90 days 
after approval in Congress 
before it can be collected. 

However, Amaury Bier, 
economics secretary at the 
finance ministry, publicly 
admitted last week what 
analy sts had suspected for 
some time - that approval of 
the tax would be delayed 
and that other savings 
would have to be found. 

Anal ysts think the govern- 
ment is unlikely to secure 
complete approval of CPMF 
until around late March, 
with the tax not being col- 
lected until July. According 
to Jos« Carlos de Faria, 
economist at ING Barings in 
S&o Paulo, such a delay 
would deprive the govern- 
ment of around R$7bn in tax 
- revenues it had budgeted 
for. 

In the meantime the 
search is on for new savings. 
The government has already 
introduced fresh proposals. 
Including a measure to 
increase pension contribu- 
tions from certain charities, 
which was passed last week. 
It is also discussing the cre- 
ation of a tax an petrol, but 
this would have to pass the 
same lengthy approval pro- 
cess in Congress as CPMF. 

Alternatively, the govern- 
ment could try to make new 
cuts to spending next year, 
although it believes the bud- 
get in Congress is already 
very tighl. 

Faflure to meet the targets 
because of a delay in CPMF 
would not necessarily spell 
disaster, however, according 
to some economists. The 
important factor, says Con- 
stantin Jansco, at MCM Con- 
sul tores in Sdo Paulo, is that 
investors believe the tax will 
eventually be passed, creat- 
ing conditions for healthier 
fiscal accounts in the future. 

“If the targets are not met 
only because of a delay in a 
complicated legal process, 
the IMF would have every 
reason to give Brazil a 
waiver.” he says. 
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9 lll<T ,P f l l ! l „ THE MIDDLE EAST VISIT SI GNALS BACKINiE_FOR PALESTINI AN AS PIRATIONS _ 

US claims it has put peace process back on 


By Stephen fidter and Judy 
Dempsey In Jenreatem 



President Bill Clinton left. 
Israel yesterday after a sum- 
mit meeting -with the Israeli 
and Palestinian leaders, 
claiming to have revived 
stalled Middle East peace 
talks. 

But he left behind severe 
doubts about the durability 
of the momentum he said he 
had imparted to the peace 
process, which he played a 
large part in rescuing by 
helping to secure the Wye 


River accord two months 
ago. 

“I have achieved what I 
came here to achieve," Mr 
Clinton said after leaving 
the summit with Beniamin 
Netanyahu, the Israeli prime 
minister, and Yassir Arafat, 
the Palestinian leader. 

But Mr Netanyahu said 
after the summit he would 
not pull back Israeli troops 
on Friday as agreed under 
the Wye accord, arguing that 
the Palestinians had not 
kept their part of the bar- 
gain. This was the second of 


three proposed redeploy- 
ments under the Wye accord 
and would have withdrawn 
Israeli troops from 5 per cent 
of the areas under Israeli 
occupation. 

“There has to be compli- 
ance with all parts of the 
agreement. " Mr Netanyahu 
said. 

Palestinian officials 
accused Mr Netanyahu of 
introducing hew conditions 
not contained in the Wye 
accord and expressed pessi- 
mism that be would rede: 
ploy Israeli troops even after 


Monday. NabU Shaath, one 
of the Palestinian negotia- 
tors. said Mr Netanyahu had 
come to the summit meeting 
“with the absolute intention 
of destroying’' the Wye 
accord. 

The US has stressed that 
the Wye timetable should be 
held to as closely as possible. 
However, there has been a 
tacit acceptance that the 
political difficulties of Mr 
Netanyahu's coalition gov- 
ernment - be faces a vote of 
no confidence on Monday - 
may force it to slip. US offi- 


cials say the first redeploy- 
ment was delayed by four 
days without severe conse- 
quences. 

Mr Clinton said the suc- 
cess of his visit had been to 
bring the Israeli and Pales- 
tinian sides back to the table 
again. Madeleine Albright, 
the US secretary of state, 
would return to the region 
“in several weeks" to assess 
progress. 

The president said there 
bad been agreement to 
revive talks envisaged under 
Wye on issues such as the 


permanent status of all the 
Israeli occupied areas and 
security issues. Dialogues 
would also be started on 
other issues, such as Pales- 
tinian concerns over the 
Israeli prisoner release pro- 
gramme. 

Sandy Berger. Mr Clin- 
ton's national security 
adviser, said all this had all 
helped to bring the Wye pro- 
cess back on track “I think 
it's a bump)' track - but it's 
on track," he said. 

However, observers in the 
region said trust between 


track 

the Israeli and Palestinian 
sides had fallen to such a 
level that only continuing 
and intensifying US inter- 
vention could keep it prog- 
ressing. 

The three-day visit was 
remarkable mostly for the 
shift it signalled in US policy 
to wards the Palestinians. 
Israeli politicians reacted to 
Mr Clinton's visit to Gaza - 
where be addressed the Pal- 
estinian National Council - 
as showing that the US now 
saw a Palestinian state as a 
legitimate aspiration. 


SHIFT I N US APPROACH ARAF AT POSES AS_ WASHINGTON'S FRIENDAS_NETANYAHU SULKS 

Palestinians turn the tables on Israelis 


By Judy Dempsey In Jerusalem 

From the first day. President 
Bill Clinton's visit to Israel 
and Gaza was one of sharp 
contrasts. 

Benjamin Netanyahu. 
Israeli prime minister, 
grudgingly welcomed Mr 
Clinton, rarely used the lan- 
guage of compromise, and 
set new conditions for the 
Palestinians before he would 
hand over more land. 

Yassir Arafat, president of 
the Palestinian Authority, 
adopted the opposite tone, 
realising bow the US admin- 
istration bad moved away 
from viewing Israel as the 
only victim in the Israeh-Pal- 
estinian conflict. 

This unprecedented sym- 
metry infuriated Mr Netan- 
yahu. But Shmuel Sandler, 


professor of political science 
at the Begin-Sadat Centre for 
Strategic Studies,- said the 
prime minister had only 
himself to blame. 

“Netanyahu boxed himself 
in. wanting to survive politi- 
cally and believing he can 
have his cake and eat it He 
will have to pay a price as 
Washington opens up to the 
Palestinians." 

Yet it was Mr Netanyahu 
who in September 1996 asked 
the US to break the deadlock 
in the peace process, believ- 
ing the Palestinians could be 
blamed for everything. Since 
then, be has frustrated peace 
attempts by Dennis Ross, US 
Middle East envoy, and 
Madeleine Albright, secre- 
tary of state. They have 
passed the baton to Mr Clin- 
ton. . . 


Mr Clinton- has several 
reasons for running with it. 
Any. foreign policy success Is 
welcome against the back- 
ground of possible impeach- 
ment hearings. Mr Sandler 
believes the rapprochement 
is also aimed at preventing 
Palestinians from, drifting 
towards Iran or Iraq. 

If the US can have Pales- 
tinians embrace 'the peace 
process and accept the US as 
an honest broker, Mr Netan- 
yahu will have far fewer 
excuses not to hand over 
land. But the closer relation- 
ship between the US and the 
Palestinians carries risks. 

Gerald Steinberg, head of 
Conflict Resolution Studies 
at Bar-Dan University, 
argued it might encourage 
the Palestinians to be 
tougher frith Israel, knowing 


the US now understands 
their grievances. 

If so, to keep the Palestin- 
ians committed to the peace 
process, the US wifi have to 
become even more deeply 
entrenched, acting as moder- 
ator, security overlord and 
financial backer for the 
reconstruction of Gaza and 
the West Bank. It has no 
option, said one US diplo- 
mat, because both odes am- 
ply do not trust each other. 

The reason for this closer 
relationship goes beyond 
what Mr Clinton told 
Palestinians in Gaza: 
that “neither side has 
a monopoly over pain or 
virtue”. 

The US, said Gil Feller, 
lecturer at the International 
policy Institute for Counter- 
Terrorism at Herzytia, is 


increasingly concerned 
about the impact of the 
Israeli- Palestinian conflict in 
the Middle East. 

Russia, for example, is 
beginning to sell weapons 
again to Syria. King Hussein 
preparing his succession, 
has warned Mr Clinton of 
possible instability In Jordan 
if Washington does not put 
the peace talks back on 
track. 

US attempts to build an 
Arab alliance against Sad- 
dam Hussein of Iraq have in 
the past been hampered by 
Washington's unreserved 
support of Israel in its con- 
flict with the Palestinians. 

Commercial interests are 
also at stake, with European 
countries forging direct or 
indirect economic ties with 
Iran and Iraq. 



Netanyahu yesterday: ‘has only himself to blame lor a lowing 
Palestinians to steal a march* 


West cautious over ‘release’ of Lockerbie suspects 


By Route Khataf in London ' 


The US and Britain reacted 
cautiously yesterday to 
reports that Libya may be 
ready to hand over the two 
suspects charged with the 
1988 bombing of a Pan Am 
flight over the Scottish town 
of Lockerbie. 

According to Libyan tele- 
vision. the General People’s 
Congress. Libya's top legisla- 
tive body, agreed a resolu- 


tion .yesterday that 
expressed satisfaction with 
an arrangement whereby the 
suspects would be tried In 
the Netherlands. 

But the Congress, which 
reflects Libyan leadeT 
Muammer Gadaffi’s deci- 
sions, added ambiguously 
that it bad asked “these par- 
ties (Libya, Britain and the 
US) to work to remove any 
obstacle that prevents the 
two suspects standing trial 


before justice as soon as pos- 
sible". 

In Washington, a State 
Department spokesman, 
said: “We want to see confir- 
mation of Libya’s position 
through the UN secretary - 
general,’’ who is responsible 
for facilitating the transfer 
of the two suspects. 

. Kofi Annan. UN secretary- 
general who flew to Libya 
earlier this month. In an 
effort to secure the surren- 


der of the two suspects, said 
the report was encouraging. 
But he was seeking more 
details and waiting to speak 
to Libya's permanent repre- 
sentative to the United 
Nations. 

With the 10th anniversary 
of the bombing on December 
21 only days away, the US 
and UK had hoped for move- 
ment on the Lockerbie issue. 

But Mr Gadaffi has been 
playing with US and UK 


expectations since Washing- 
ton and London agreed in 
July to a Libyan proposal 
that the trial of Abdel Basset 
All Mohamed ai-Megrahi and 
Lamen Khalifa Fhimah be 
held in the Netherlands by 
Scottish judges. The US and 
UK decision led the UN 
Security Council to vote to 
suspend six-year old sanc- 
tions imposed on Libya once 
the men were handed over. 
The sanctions ban travel. 


arms sales and some 
puchases of oil equipment. 

While sending signals he 
was willing to surrender the 
two Libyan intelligence offi- 
cers. Mr Gadaffi has stalled 
and reused a string of objec- 
tions, chief among them that 
the two suspects not be 
jailed in Scotland. 

When Mr Annan went to 
Libya on December 5. Mr 
Gadaffi deliberately delayed 
their meeting and had 


Libya's official media 
declare it was up to the gen- 
eral people's Congress, not 
the leader, to make a deci- 
sion on the two suspects. 

Then, last week. Mohamed 
Belgacem Zwai. Libyan jus- 
tice minister, said a Libyan 
legal team would hold 
another round of talks with 
UN officials to seek further 
clarifications on the trial, 
suggesting a final agreement 
was not yet imminent. . 



The most ambitious business plan in history will soon be set in motion. On January I. 


eleven EMU nations will begin valuing everything from slocks to their national debts 


in .euros. As a group, they will form one of ibe world’s strongest monetary Woes. 


A single unified from with sufficient clout to withstand the random turbulence of today's 



The fan that 1NG is one of Europe's largest financial institutions does not fully express 


our readiness for the euro. The real explanation lies in out ability to think and anti- 



cipate change as a group. Recently, this led to our acquisition of Belgium’s BBL and 
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our strategic investment in Germany’s BHF Bank. It has also resulted in the creation 
of “euronavigation” - a new means of electronic banking that allows companies to steer 
till their interna lionai cash management activities from a single account. By now. ING 
is one of a select group of companies to provide banking, insurance and asset management 
services on a truly Pan-Euxopcan baas. This, we think, explains how ready we truly 
are for the big event on January'!. Prepared to find out what the euro and ING can 
do for you? Visit wwwJnggroup.com or send an e-mail to inggroupiainggroup.com 



Trademark for Integrated finance. 



Unscom 
to submit 
verdict 
on Iraq 

By Route Kbalaf in London 

Richard Butler, chiel United 
Nations weapons inspector, 
was yesterday expected to 
submit his verdict on the lat- 
est test or Iraqi compliance 
with UN resolutions. 

The report outlines the 
work of Unscom. ihc special 
commission, over the past 
four weeks and ;ui overall 
assessment of Iraq's Novem- 
ber 14 pledge to resume full 
co-operation with inspectors. 
A Security Council derision 
on a review of sanctions, 
imposed after Iraq's invasion 
of Kuwait eight years ago. 
wifi be based on the report. 

The International Atomic 
Energy Agency, which over- 
sees Iraq's nuclear file, filed 
a report on its activities to 
Kofi Annan, the secretary 
general, on Monday. 

Since resuming co-opera- 
tion with inspectors. Bagh- 
dad has allowed monitoring 
of sites already inspected as 
well as many spot inspec- 
tions to proceed. But it also 
clashed with Irnscom on sev- 
eral occasions. 

The most serious incident 
was Mr Butler's complaint 
last week that inspectors 
were barred from entering 
premises of the ruling Baath 
party. 

Even before challenge 
inspections began two weeks 
ago. however. Baghdad and 
Unscom were embroiled in a 
dispute over access to docu- 
ments. Iraq said it was 
unable to hand over most or 
the records requested by Mr 
Butler because many had 
been destroyed or had 
already been discussed with 
inspectors. According to an 
Unscom official. Iraq had by 
yesterday banded over only 
one of 12 documents sought 
by Mr Butler and It was not 
the information that had 
been requested. 

Baghdad, which has often 
insisted that Mr Butler only 
emphasises the negative 
points on compliance, said 
this week it was not holding 
out too much hope for a 
favourable report. 




f 




fusanoaltimes 


W/EDNl 


ASIA-PACIFIC 


China’s army slow to let its business go 


By James forage in Beijing 

The handover to the Chinese 
government of the armed 
forces' business Interests - 
which Beijing claims to have 
been concluded smoothly by 
yesterday - has been neither 
smooth nor completed, 
according to the testimony 
of military enterprises. 

The drive to divest the 
People's Liberation Army 
(PLA) and the People's 
Aimed Police of an empire of 
iq) to 20,000 enterprises was 
begun In July fay President 


Jiang Zemin as one of the 
most important and boldest 
initiatives of bis tenure. 

One of the main aims was 
to make the army, which 
brought the Communist 
party to power in 1949, more 
reliant on state finances and 
more obedient to state direc- 
tives. The army has been 
one of the main perpetrators 
of rampant smuggling this 
year which has helped bring 
many state enterprises to 
their knees. 

An official in the State 
Economic and Trade Com- 


mission. (SETC), the state 
body responsible for the 
divested army enterprises, 
said that the finances of all 
military companies would 
Sail under the auspices of the 
ministry of finance. 

But a senior executive in 
Sanjlu, one of China's larg- 
est pharmaceutical compa- 
nies and a PLA business, 
said that no such thing had 
taken place. He said that a 
team from the company was 
in Beijing to negotiate 
details of the transfer. 

Military company execu- 


tives yesterday also rejected 
the common official claim 
that no government compen- 
sation was required because 
all military assets had origi- 
nally belonged, to the Com- 
munist state. This, PLA 
executives said, ignored the 
contribution to enterprises 
of many individuals over 
several years. 

Analysts said it was likely 
that several months of wran- 
gling would be required 
before any genuine transfer 
of ownership was completed. 
Some of the issues now 


expected to occupy the Take- 
over Office for Military, 
Armed Police, Government 
and Judiciary Busine sses, a 
body under the SETC, 
include the clearing of 
inventories, auditing and 
staff settl em en t s. 

Zt was possible that some 
enterprises will continne to 
be run by their current mili- 
tary bosses, some of whom 
may be discharged to 
become full-time business- 
men, analysts said. 

But, by yesterday, the 
material changes that had 


Tokyo Calls for Asean 
ULntf unity fail to 

banks are J . . 

solvent bide divisions 


By fflian Tett In Tokyo 

Hakua Yanigasawa, Japan's 
financial reform minister, 
yesterday insisted that none 
of the remaining 17 Indepen- 
dent large banks was insol- 
vent at the end of Septem- 
ber. 

The comment comes after 
the government announced 
last weekend it would 
nationalise Nippon Credit 
Bank because a recent 
inspection by the Financial 
Supervisory Agency (FSA), 
Japan’s banking watchdog, 
deemed the bank insolvent 
The step has fuelled wide- 
spread concern that other 
banks may be in a weaker 
state than previously real- 
ised. 

The FSA’s inspection has 
shown that NCB had 
Y3,700bn ($32bn) worth of 
bad and potentially problem- 
atic loans, or almost half its 
total lending, sharply higher 
than the hank 's earlier esti- 
mate of Y3£00bn. Mr Yani- 
gasawa's comment appeared 
designed to indicate that the 
inspection, which covered all 
the large hanks, had not 
uncovered such large dis- 
crepancies at other banks, 
analysts said. 

Nevertheless, the share 
price of some banks slid 
sharply. Yasuda Trust Bank, 
for example, fell from Y105 
to touch Y60 at one point, 
before dosing at Y89 amid 
heavy trading volume. 

The bank Issued a state- 
ment blaming this fall on 
“groundless speculation”. It 
also insisted that the FSA 
had not uncovered any addi- 
tional bad loans in its audit 
and said the bank's restruct- 
uring operations were going 
smoothly via a planned tie 
up with Dai-Ichi Kangyo and 
Fqji banks. 

The FSA is completing its 
Inspection into leading 
banks and is likely to issue 
group results later this 
month. Although it does not 
plan to publish the results 
for individual banks, the 
government is now strongly 
encouraging the banks to 
release these themselves. 


By Joradftan Birchall in Hanoi 

The anniwi summit of the 
Association of South East 
Asian Nations opened in 
Hanoi yesterday with calls 
for greater unity again over- 
shadowed by underlying 
divisions that have emerged 
over the past year. 

Singapore's prime minis- 
ter, Goh Chok Tang, warned 
that having been battered by 
the regional economic crisis, 
Asean now risked losing its 
relevance. “If we cannot con- 
vince the world that we are 
united in our determination 
to repair our economies,” 
said Mr Goh, “It could lead 
the major powers to turn 
away from south-east Asia 
towards other more interest- 
ing regions.” 

However, Mr Goh’s speech, 
and its advocacy of farther 
economic reforms by 
Asean’s members, stood in 
sharp contrast to remarks by 
Malaysia's prime minis ter, 
Mahathir Mohamad, who 
delivered a characteristically 
robust defence of his coun- 
try's move to introduce cur- 
rency controls. Malaysia, he 
said, would maintain these 
controls until the interna- 


tional community moved to 
regulate aggressive currency 
speculation. 

Dr Mahathir also reminded 
other leaders of the need to 
adhere to the principles gov- 
erning relations between 
Asean members - a thinly- 
veiled reference to criticism 
he has faced from President 
Joseph Estrada of the Philip- 
pines and Indonesia’s Presi- 
dent B.J.Habibie over the 
trial of his former deputy. 
Anwar Ibrahim. 

But Mr Estrada and Thai- 
land's prime minister. 
Chuan Leekpai, both 
renewed their arguments for 
a new openness in dealings 
between Asean states that 
would take account of their 
increased interdependence. 
Mr Estrada went so far as to 
propose that an Asean min- 
isterial high council should 
be created to address 
regional conflicts and other 
issues. The idea is. however, 
unlikely to gain support 
among most members, 
which remain wedded to the 
principle of non-interference 
in internal affair s. 

There was also continued 
evidence of disagreement on 
Cambodia, in spite of a deal 
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Hanoi yesterday 

to admit it to Asean at a 
special foreign ministers' 
meeting to be held in Hanoi 
at an unspecified future 
date. Vietnam, which had 
been aggressively pushing 
for Cambodia's admission at 
this summit to the irritation 
of other Asean members, 
hailed this as an historic 
achievement; Thailand indi- 
cated that Cambodia's 
admission would still depend 
on its political situation. 

Meanwhile, more details 
have emerged of the “bold 


i ■ririnmiin) 4 m Assn summit in 
AP 

measures" to promote the 
regional economy agreed in 
advance of the summit. 
Apart from introducing the 
Asean free trade, area in 
2002, a year ahead of sched- 
ule, Asean member s are to 
offer foreign investors in 
manufacturing special incen- 
tives far new projects begun 
over the coming two years. 
These wQl indude a mini- 
mum three-year corporate 
income tax exanption. 
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HK push to prop up shares 


By Louise Lucas in Hong Kong 

The Hong Kong government 
yesterday indicated a less 
passive stance on its 
HE|158.94bn (US$20. 5 bn) 
share portfolio, saying it 
would selectively exercise 
voting rights on equities 
accumulated in August. 

This unprecedented stock 
market intervention to prop 
up prices was designed to 
frustrate speculators and 
restore stability to the terri- 
tory’s financial markets. But 
It sparked controversy and 
tears that Hong Kong was 
scrapping free market princi- 
ples, raising the spectre of 
potential conflicts of inter- 
est. 

Controversy subsided after 


the government agreed to 
stick to disclosure rules cov- 
ering private investors, say- 
ing it would not seek board 
representation. Bat yester- 
day's resolution by the board 
of Exchange Fund Invest- 
ment (Efil) to draw up a pol- 
icy on proxy voting again 
highlighted the dilemma 
posed by the share holdings. 

Yang Ti-liang, who heads 
Efil, the body responsible for 
managing the government's 
share portfolio, said the aim 
was to strike a balance 
between non-interference 
with the companies’ com- 
mercial activities and safe- 
guarding the government’s 
interest in the companies. 

“Efil directors feel the gov- 
ernment should not interfere 


with the day-to-day manage- 
ment and operations of a 
company. Bin directors can- 
sides- it may not be advisable 
for the government to 
refrain from exercising its 
voting rights in all circum- 
stances," he said. 

Given the size of the port- 
folio, accounting for 10-30 
per cent of the free float of 
Hong Kong's biggest 
blue-chip stocks, a quick 
sell-down would cause share 
prices to plummet, and so 
the government has avoided 
giving a timeframe. 

Efil is starting the process 
by appointing a team of 
financial advisers to help 
draw up a framework for dis- 
posal. It has begun talks on 
6ome of the available 


options, which include share 
placements, public auction, 
selling unit trust-style 
tranches to retail investors, 
and convertible band issues. 

It is tinllKfly there wDI be 
a shortage of applicants for 
the posts of advisers. Most 
investment banks in Hong 
Kong have submitted pro- 
posals or made visits to the 
government. Bodies such as 
the stock exchange have 
been equally forthcoming. 

Mr Yang said advisers 
would be selected partly for 
their “presence and commit- 
ment to Hong Kong”, crite- 
ria that could rule out 
Investment banks whose cli- 
ents include hedge funds 
that triggered the territory's 
currency crisis in August 
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Survey 1998 most Ideal Employer ranking Use 


SALE STARTS TOMORROW 
Up to 50% off original prices. 

furih,;- 10 % r,. -Jit, Tit wrJw.lw fn 



i : McKinsey & Company 
2 : Boston Consulting Group 
3 : Andersen Consulting 
4. : Procter A Gamble 
5 : Coca-Cola International 
6 :BMW 
7 : Ncsdf 

8 : Hewlett-Packard 
9 : Microsoft 
10: JP Morgan 
II : Unilever 
12 : Siemens 
13 - GoUman Sachs 
14: IBM 
15 : Shell 
16 : L'Orfal 
17 : Daimler-Benz 
18 iSooy 

19 : BA British Airways 
20 : Arthur Andersen 
21 : Morgan Stanley 
22: ABB 

23 : Coopen & Lyfarand 
24 : Danone 
25 : 

26 : Morill Lynch 
27 : Philips 


28 : Intel 
29: Nokia 

30 : Price Waierfwnse 
31 : Bain & Company 
32: Audi 

33 : GE. CeneraJ Electric 
34 : Ernst & Young 
35 : KPMG 

36 : Deutsche Ban&Deuttcbe 
Morgan Grcnfefl 

37 : Swiss Batik Cotpacadon/SBC 
Wartnrg Mk» Read 
38 : Ettaffium n» ww inil 
39 : Motorola 

40 : Boog-AHea & Hnmflwm 
41 : Volkswagen 
42 : BP, British Petraksum 
43 : Credit Suisse/Crfdn Suisse 
first Bosom 
44 : 3M 

45 : SmiltiHiw H » 4 mw i • 

46 : r* rmKiiihng 
47 : \folvo 
48: Bayer 

49 : Kraft Jacobs Sochaid 
50 : Union Bank of Swinedand 
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taken place appeared largely 
symbolic - though possibly 
of some assistance in the 
country’s campaign against 
smuggling. Military letter 
heads, ypalfl and codes 
(which are used to identify 
FLA factories ) were banned 
from use in business from 
yesterday, officials said. 

In the past, the display of 
such identification marks 
fatre eased the passage of 
imports - duty free - 
through customs because of 
the considerable power that 
the army bolds. 

Australia 

beats 

growth 

forecasts 

By Sana Bobfastm hi Sydney 

Australia’s central bank 
governor said yesterday 
strong «wwwrmie growth in 
1£B8 had exceeded official 
OT ppfTbiHnn^ but WOUld slow 
markedly next year. 

In Ms semi-annual parlia- 
mentary testimony, fan Mac- 
forlane. Reserve Bank of 
Australia governor, warned 
that the greatest potential 
danger to Australia's eco- 
nomic growth lay in external 
developments suc h as grow- 
ing uncertainty in the US 
economy, contraction in 
Japan and unresolved prob- 
lems in Asia. 

His remarks pointed to a 
farthe r cot in utter- 

est rates, economists said. 
The hank cut interest rates 
earlier this month by 25 
basis points to 4.75 per cent, 
the first such adjustment in 

flTmfxri 17 mmrthfl. 

“From now. as long as 
inflation remains as low as 
the central hank appears to 
expect, Mr Macfariane’s out- 
look would be consistent 
with another quarter- 
percentage point cut at the 
next board meeting in Febru- 
ary," said John Edwards, 
chief economist at HSBC 
Markets. 

Economic growth was fine- 
cast to slow to 253 per cent, 
while inflation would remain 
subdued at around 25 per 
cent in the financial year to 
June. Mr Macfariane said. 

Following strong figures 
for the September quarter, 
putting annual growth at 5 
par cent, growth in *1998 
gross domestic product 
would probably reach 4 per 
cent. 

A government forecasting 
agency said yesterday the 
value of Australia's commod- 
ity exports in the year to. 
June would decline 35 per 
cent to A$64.6bn (US$38bn). 
The weaker Australian dol- 
lar. however, would help 
cushion producers and 
exporters from the worst of 
the global slump in commod- 
ities prices, according to the 
bureau of agricultural and 
resource economics. 


NEWS DIGEST 

DELHI'S HOPES TO R WA SH INGT ON TAUB _ 

India ‘determined to 
deploy nuclear deterrent 5 

India is determined to -sU? 1 * 

•bath minimum but credible end tSLi 

restraints" on its continued rHAcrfwrwMmr^nod^wuiioo- 

sbkskss sgaSr* 

Jng Delhi into a Comprehensive 
Mr Vaipayee, whose Bharatiya Janata party lead* the 

JK— t tfwr, und«- 

standing of chit security concerns and r ®tiui«n>ecrtBin 

Washington, and that the talks had on 

the CTBT. talks in Geneva on fasrfe .ffffif 1100, 

export controls on nuclear technotogies and India s 

unilateral curbs on its production of tasite rojtonatojt w« 
ready to take part in talks m Geneva on a global treaty toh 
King their production. Mark Nicholson, Now DaBil 

THAI FINANCE C0MPANIK 

Bids in for finance companies 

Thailand’s Financial Sector Restructuring Authority 
received bids from 12 companies yesterday m its auction 
of Bt371bn ($1 0.4 bn) of assets seised las* year from bank- 
rupt finance companies. US and Thai financial institutions 
dominated the fist of bidders. Bids were submitted for 39 
of the 45 available tranches of loans bong offered. Results 
are expected to be announced today- Unsold loans, 
whether among the tranches not bid for or those that 
receive bids deemed too low by the FRA , will b e put up 
for auction again or transferred to a government-owned 
asset management corporation. 

US bids came from Goldman Sachs. GE Capital, Morgan 
Stanley Real Estate Fund III. Lehman Brothers' Global Tim 
Finance & Securities, Starwood Thailand Holdings, and 
The Pavilion Fund, a joint venture between former US 
president George Bush's family and Thailand’s CP Group. 
Thai bidders were Kiatnakin Finance & Securities. National 
Finance, Siam Commercial Bank. Phrn Nakom Automobile 
and V. Conglomerate. Ted Bardacke, Bangkok 


HONG KONG 


13 held over racing scandal 

Anti-corruption agents swooped on a Hong Kong horse 
track yesterday and made 13 arrests in connection with 
HKSIm (US$128, OOP) bribes allegedly paid to jockeys to 
hold back horses. The scandal is a fresh setback for the 
Hong Kong Jockey Club, which holds a monopoly on 
gambling and is popularly ranked alongside Hongkong 
Bank and the government as the territory's triumvirate of 
power. 

The Jockey Club's economic fortunes have, like those of 
Hongkong Bank and the government, dwinded with the 
recession. Betting revenues fell for the fast time in a 
decade In the year to June 30, 1998. 

Yesterday the club suspended the licences of the indi- 
viduals involved in the anti- corruption investigation. It also 
assisted the Independent Commission Against Corruption 
0GAC) by providing information and further co-operation. 
ICAC said it had arrested four serving jockeys, three 
apprentice jockeys, four former apprentice jockeys and 
two others. Louise Lucas, Hong Kong 


CHINA DEMOCRACY PARTY 


Dissidents promised fair trial 

China promised yesterday that subversion trials for two 
leading organisers of a budding opposition party would be 
fair and free from government interference. Chinese courts 
will hold trials in two different cities for Wang Youcai and 
Qin Yongmin on Thursday, part of a swift, sustained crack- 
down against the China Democracy party. 

To prevent a show of support for Mr Wang outside the 
Hangzhou courthouse, police detained seven China 
Democracy party members and warned other dissidents 
not to travel there. AP, Beijing 
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fidia RESEARCH SUD S^kA 

inamrini MM^ naifcantfMtfa 


NOTICE OF SALE 


The Commissioner for Fidia S^A. and Fidia Research Sud S.pA. hereby announces that, in 
compfonce with the guidelines issued by the Italian Ministiy of Industry, the following hems 
are to be placed an sale: 

LOTA: 

8 ^ f Dd . pmoaaJ pm P ax y “d improvements effected on 
perfaapauoms, amhorisaiions for the manufacture and mar- 
a ^ rcemei, ‘ 5 - conoracts executed in relation to company 
*P «ializing in drugs in the field of SS 
Si P^^mosteoa^^ 

fe^Snd S.PA. . , comp™, specif „ 

“ 7 °- 4 “ W00 ° bimonl M. Lita. pte ** raIue 

LOTB : 

*- Btreekwa (Spain), co^pri^g 50.000 
arajD toe ^ of PTO ‘" ^ "* i “" 1 “T 

The b«c price of lot B is 1], 000,000000 (eleven EoS'lIic 
PROCEDURE: 

The sale oftfac two tots will be conducted in acconlance with the satenm.^i 

ting and dqjoated on December 2nd. Sa *l^ roloco Wl ^ 0wn »wn- 

via San Fomo 3, 35137 Padua, ItatyteL ++39 049 fifiSt ^ v «udano. 

ten either in English or ItaKan, placed in a sealed enveW> P urch 3se offers must be wnl- 

PUbBc Dc Fnlvio ««Si 

be considered. Copies of tee sale protocol can be nhrai«~i pCre ?! i> ^ el 10 appoinied will 
fte »d Notary Piiblic, or V*** » 

Ammlaistrazioru: Siraordinana, via Ponte della FahhriM Jl*S2! te,s Rdia S.p.A. in 
My. ttL ++39 049 823277a ** l .**~> Terme.Pwto, 

anti* documentation (“due difigScO an *«*** to obtain or ev 
should also be made to the CoaSm (bnd ‘ buildings, equipment etc) 

The Commissioner wishes to coammaicatB tha a in 

No. 166/98, passed on 8th SSS!mK Coun in V *»* e 
jgocted the application for approval of the prooosa] 'f h ‘ ch *** Cour of Padua 

FkfiaSjiA. ™ propose of creditors' ^settlement put fonh by 

The Commissioner 

Riccardo Gallo 
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Thanks to the Chief Executives from 


53 COUNTRIES WHO VOTED FOR ALSTOM. 


And to all our customers, employees 


AND SHAREHOLDERS FOR THE 


CONFIDENCE THEY PLACE IN US. 


Our aim is to continue delive- 


ring PROFITABLE GROWTH AND 


MEETING OUR CUSTOMERS’ 


needs. That’s why we offer 


EVER MORE INNOVATIVE 


SOLUTIONS AND SERVICES FOR 


THE WORLDWIDE INFRASTRUCTURE 


AND INDUSTRIAL MARKETS. 


Every day, the heart of ALSTOM 


BEATS FOR ALL ITS CUSTOMERS. 
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WORLD TRADE 


TRADE CONFLICT WASHINGTON DEFERS PUBLICATION OF LIST OF RETALIATORY-SANCTION S AGAINST EUROP EA N EXPORT S 

US holds its fire in banana battle with 



to"*" and Fiances moots 
In Geneva 


The US yesterday deferred 
until early next week publi- 
cation of a final list' of sanc- 
tions it is threatening to 
impose on European Union 
exports, in retaliation over a 
dispute with the EU about 
its banana regime. 

The US trade representa- 
tive’s office said the list, due 
yesterday, "had been post- 
poned because it was not yet 
complete, and because publi- 
cation would be “inappropri- 
ate” belore President Bill 
Clinton met EU leaders in 


Washington on Friday. 

A spokesman for Sir Leon 
Brittan, EU trade commis- 
sioner, welcomed the US 
decision, but said: This is a 
reprieve of less than a week. 
It is purely an operational 
delay, not a suspension of 
the list” 

Sir Leon earlier urged the 
US hot to publish the list, 
saying the hananas dispute 
threatened to overshadow 
Mr Clinton's meeting with 
Jacques Santer, the Commis- 
sion president, and Viktor 
Klims, Austria's chancellor 
and president of the EU 
Council of Ministers. 

The US says it will impose 


100 per cent tariffs on 
selected European exports 
by March 3. if the EU does 
not comply by January 1. 
with a World Trade Organi- 
sation disputes ruling that 
the banana regime violates 
world trade rules. US offi- 
cials in Geneva said Wash- 
ington intended to ask the 
WTO next month to author- 
ise the sanctions. 

Brussels says it is comply- 
ing with the ruling by modi- 
fying the regime, which 
favours imports from former 
British and French colonies 
in Africa, the Caribbean and 
the Pacific. But the US says 
the arrangement still dis- 


criminates against US dis- 
tributors of Latin American 
bananas. 

The EU.says it wfll chal- 
lenge the proposed sanctions 
in the WTO. Sir Leon said 
yesterday they would harm 
the European economy and. 
accused the US of acting in a 
“petulant and impatient" 
manner. 

Brussels yesterday sought 
to increase pressure on 
Washington by requesting a 
new WTO disputes panel in 
the bananas case. However, 
a meeting of the WTO's dis- 
pute settlement body ended 
in confusion, after the US 
said it could not agree to the 


request under the terms erf 
reference proposed by Brus- 
sels. ■ : 

The ' meeting. was 
suspended pending agree- 
ment by the two side? on 
terms of reference. US offi- 
cials said no arrangements 
for further talks had been 
made, but the matter would 
almost certainly be dis- 
cussed at Friday's US/EU 
summit. 

. The EU has infuriated the 
US by asking for a panel to 
find that the changes to Its 
banana regime must be pre- 
sumed to comply with WTO 
rules unless a panel has 
decided otherwise. Washing- 


ton maintains that there is 
no basis in WTO roles fin: 
giving’ a panel soch. a man- 
date. ”> 

T5U "Officials" 'said it wfi 
making the panel request 
because the US and six Latin 
American co-complaliiaiits 
had Med to do so. It chose 
these terms ' of reference, 
because to ask a panel .to' 
examine the WTO-lagalify of 
its new banana import 
regime would imply that it 
believed there was a doubt. 
However, the US points out 
that it has asked three times 
for a WTO panel since July, 
but was blocked each tone 
by the EU. 


NEWS DIGEST 


I NSURANCE B ILL SENT TO COMMITTEE 

Vote on Indian reforms 
put off until next year 

A long-stalled and controversial bHI to liberalise India's 
state monopoly insurance sector finally reached India’s 
parliament yesterday but was immediately referred to com- 
mittee, deferring a vote on the measures until at least early 
next year. 

The bill would remove the existing monopolies of India's 
twin state insurers. General Insurance Company and Life 
Insurance Company, grant statutory powers to an insur- 
ance regulatory authority and update the country’s 60- 
year-old insurance act 

Most controversially, the bill will also permit foreign 
investment of up to 26 per cent in private “Indian-owned" 
insurance companies, plus an additional quotient of hold- 
ings up to 14 per cent to “non-resident Indians", foreign 
Institutional investors and companies owned by overseas 
Indians. Mark Nicholson, New Delhi 


SINGAPORE AND PHILIPPINES 

Co-operation accord signed 

Singapore and the Philippines have signed a pact to 
expand bilateral relations in economics, the military, edu- 
cation and financial services. The pact was signed on the 
sidelines of the summit of the Association of South East 
Asian Nations in Hanoi, Vietnam. 

As part of the new pact, the two countries will co-oper- 
ate in areas such as industrial park development, business 
projects in the Mindanao and Northern Luzon regions of 
the Philippines, investment promotion, port infrastructure 
and management franchising, tourism promotion and 
training. The two countries also agreed to “strategic col- 
laboration” in information technology. 

Tony Tassell, Manila 


COMPUTER SALES 

Healthy growth in Europe 

Persona] computer sales in Europe, the Middle East and 
Africa rose by 20 per cent year-on-year during the third 
quarter, according to International Data Corporation, the 
market research group. 

The latest I DC figures confirm the three regions as the 
fastest growing in the world for PC sales and continue the 
strong growth recorded in the first half of the year, despite 
the sharp downturn in Russia. Some of the big multina- 
tional PC makers saw sales rise considerably above the 
average, as most smaller PC manufacturers straggled to 
keep pace. 

At 26 per cent, growth In western Europe was excep- 
tionally healthy. Cut price desktop deals, coupled with a 
boom in internet and Intranet adoption rates, also lifted the 
market 

Among the PC makers, Compaq continued to dominate 
western Europe with 18 per cent of the market and growth 
of almost 39 per cent Paul Taylor, London 


Greece shuns traditional suppliers 
for airborne early warning system 


By Karin Hope in Athens 

Greece yesterday announced 
a $575m order for a Swedish 
military radar system 
mounted on a Brazilian com- 
muter aircraft to provide an 
airborne early warning 
(AEW) system for the Greek 
air force. 

Defence ministry officials 
said the Swedish-Braziiian 
system was not yet in com- 
mercial production but 
would be due tor delivery to 
Greece in 2002. The decision 
by Greece's national defence 
council to buy a new AEW 
system rather than one 
already in production sur- 
prised analysts. 

Akis Tsochatzopoulos. the 


defence minister, has 
stressed the urgency of 
upgrading Greece’s air 
defence to reduce the possi- 
bility of an accidental clash 
with Turkey, its rival for 
control of the Aegean Sea. 

But he has also said 
Greece was prepared to 
move beyond its traditional 
defence suppliers - the US, 
France and Germany - in 
search of added value. Erics- 
son offered in offset 

contracts for work to be car- 
ried out by a Greek software 
producer. 

The AEW system is part of 
a Dr4.000ba <(14.4bn) pro- 
gramme to modernise 
Greece’s armed forces over 
the next five years. The gov- 


ernment has already placed 
a Si.Sbn order for missile 
defence systems with US, 
French and Russian suppli- 
ers. A decision is due early 
next year on buying at least 
40 new tighter aircraft 

The AEW order includes 
four Erieye radar, systems 
manufactured by Ericsson, 
to. be fitted on Embraer 
EMB-145 aircraft. France's 
Thomson group , would sup- 
ply an ESM (DR30Q0) elec- 
tronic support system 
designed for ships which 
would be adapted .for air- 
borne use. 

The Erieye system Is used 
by Sweden’s armed forces 
but has not yet been 
Tnrmntpd on an Embraer air- 


craft. Brazil is planning to fit 
the Swedish radars on the 
Embraer for surveillance of 
the Amazon river region. 

One Athens-based analyst 
said: “The problems of integ- 
rating systems on a new 
type of aircraft raises the 
possibility of delays in deliv- 
ery, especially as the surveil- 
lance function is different 
ftom TngtalUwg a full-fledged 
early warning system." 

The defence conncfichose 
the Swedish-Braziiian. sys- 
tem over two US early warn- 
ing aircraft, Lockheed Mar- 
tin’s C-I303 and : the Z-2C 
Hawkeye made by Northrop 
Grumman. The US has trhdL- 

H finally hagq the nuriw sup- 
plier for Greece’s airforce. 


Record makers 
secure 




-I? 



By ABce B&wstbora to London 


The musfe. .. industry 

yesterday unveiled proposals 
to finable record companies 
to expfofit the .online music 
market by launching an ini- 
tiative to. establish a secure 

digital distribution -system. 

' Record companies, includ- 
ing Sony, Warner and Uni- 
versal. plan to liaise with 
technology -specialists, such 
as AT&T, Microsoft and IBM, 
to agree upon the technical 
specifications for a pirate- 
proof system called the 
Secure Digital Marie Initia- 
tive (SDMI). 

HUary Rosen, president of 
the Recording Industry Asso- 
ciation of America (RIAA) 
which represents US record 
labels, said she hoped such a 
system would be -finalised in 
time ifyf .'a' commercial 
launch ndsrt autumn. - The 
RXAA is co-ordinating with 
the International' Federation 
of the Phonographic Indus- 
try (IFP1). its worldwide 
counterpart. 

The SDMI, specifications 
are intended to be flexible 
enough to accommodate a 
wide range of technologies 
as welTas thr requirements 
of different -national music 
markets/ Once they have 
been agreed, record labels 
will only allow companies 
which meet SDMI standards 
to -^pyrighted 


Record companies have 
long been eager to start sell- 
ing miv# rE^jtee: nfit least 


because it will enable them 
to bypass record retailers, 
thereby 'enhancing their 
profits. However, they have 
been deterred from doing so 
because of the dearth of 
legal and technical protec- 
tion tor their copyrights. 

As a result, the digital 
rp neir mar ket is dominated 
by thousands of pirate inter- 
net jukeboxes, from which 
consumers can download 
unauthorised digital ver- 
sions of albums and singles. 
The R1AA .and JfPI have 
tried to crack down on pirate 
jukeboxes, so far with little 
success, and the trend for 
consumers to swap files of 
pirated music is escalating. 

Ms Rosen said the online 
music market is exp an ding 
so ' aggressively that record 
companies risk being left 
behind, ceding even more 
ground . to pirates unless 
they find a secure way to 
exploit it. 

“When people look at the 
holiday [Christmas] online 
sales numbers next mouth, 
t he yTl realise that the inter- 
net has moved on to the next 
level It's becoming a world- 
wide utility, like turning on 
water or the lights." she 
said. The SDMI project is 
likely to come under fire 
within the internet commu- 
nity, which has lobbied for 
the online market to remain 
unregulated. Ms Rosen 
denied the initiative was an 
attempt by the music indus- 
try to control the market's 
development 


Beijing to break foreign grasp on mobile phone market 


China wants international cellphone investors 
to transfer technology to local companies, 
rather than seize a lucrative market for 
themselves, reports James Kynge 


U npublished Chinese gov- 
ernment documents 
detailing plans to 
reduce foreigners' share of 
its J7.2bn mobile telecoms 
equipment market are set to 
provoke complaints from 
trading partners in the US 
and Europe. 

The documents, which rec- 
ommend favouring Chinese 
producers, are expected to be 
discussed this week during a 
US-China meeting an trade 
issues in Washington. Diplo- 
mats in Beijing yesterday 
said their message clearly 
conflicted with China’s 
promise to provide greater 
market access to foreigners 
in Its negotiations on joining 
the World Trade Organisa- 
tion- 

One of the documents, 
issued by the State Council 
(cabinet), criticises foreign 
companies for being too slow 
in transferring knowhow 
and technology. 

A second unpublished doc- 


ument from the ministry of 
information industries, says 
that by the year 2001 Chi- 
nese manufacturers should 
have about 40 per cent of the 
mobile telephony equipment 
market, and about 70 per 
cent by 2003. Local manufac- 
turers now have around 10 
per cent of the market. 

Such targets make it. dear 
that China is intent on build- 
ing up a handful of local 
telecoms equipment makers 
Into world-class companies 
with export potential. 

The documents also indi- 
cate teat companies such as 
Ericsson. Motorola. Nokia, 
Siemens, Nortel and others - 
for which China has become 
one of the biggest markets 
worldwide - can expect to 
come under increased pres- 
sure to localise their 
operations in order to win 
sales contracts in an increas- 
ingly competitive market, 
industry analysts said. 

The main points of the two 


documents are as follows: 

• No more Sino-foreign 
joint ventures or wholly 
owned subsidiaries are to be 
allowed to set up GSM 
mobile telephony manufac- 
turing plants In China. 

• China will ' supervise 
imports of GSM mobile tele- 
coms equipment, trying to 
reduce them to nil. 

• Existing Sino-foreign 
joint ventures should accel- 
erate the transfer of technol- 
ogy in depth and breadth, 
and increase local content to 
80 per cent for switching 
systems, 60 per cent tor base 

- stations and 60 pet cent tor- 
handsets by 2003. They are 
also expected to employ 
more local staff. What quali- 
fies as local content is not 
clearly defined, but it is 
believed to include tee prod- 
ucts of foreign joint ventures - 
in China, as well as the prod- 
ucts of Chinese companies. 
But preference win be given 
to Chinese-made equipment, 
a ministry official said. 

• Authorities wQl supervise 
more closely whether foreign 
subsidiaries or Joint ven- 
tures are transferring tech- 
nology and localising 


operations quickly enough. 

• One document singles out 
Alcatel the French telecoms 
company, as tee only foreign 
company that has trans- 
ferred technology suffi- 
ciently. This, analysts said, 
was a sign of China's prefer- 
ence tor foreign companies 
to reduce their- stakes in 
joint ventures. Alcatel is a 
minority partner in its 
shanghai joint venture. 

• A 5 per cent tax on 
mobile installations from 
1998-2002 is to fund local 
research and development in 
the mobile field. Bonds are 
also to be bsuedtokelpliiad 
local research and develop- 
ment efforts. 

The implementation of 
this plan will depend largely 
on the co-operation of the 
end-users. China’s, telecoms 
operators. Both China Tele- 
com, the dominant carrier 
which services most of Cbae 
na's 2lm mobile subscribers, 
and Unicorn*, which was 
estab l ishe d in 1994, are state 
companies which take direc- 
tion .from the ministry -of 
information industries. 

It is likely therefore that 
these companies will 


co-operate by buying equip- 
ment from the local champi- 
ons, whenever it is of a com- 
parable quality to that of tee 
foreign companies, industry 
analysts said. 

. The planned break-up of 
China Telecom into five or 
six gtnanpT companies, each 
responsible for a single bhsi- 
- ness such as fixed line, 
mobile, paging and others, is 
not expected to significantly 
loosen state influence . over 
issues such as equipment 
procurement, the analysts 
added. 

So. to a great extent, the 
future fortunes. of Nokia. 
Ericsson;, Motorola and the 
other foreign companies in 
China depends ott the ability 
and speed of tee local cham- 
pions In. developing high 
quality technology. So Car, 
these companies’ track 
records have been Impres- 
sive. 

Hqawei Technology, the 
bluest Chinese telecoms 
equipment supplier, is quite 
untypical of many domestic 
companies. Of 8.000 staff, 
some 3.200 are researchers 
and the company uses as 
much as one quarter of total 


sales in research and devel- 
opment spending. The aver- 
age age of the staff, many of 
whom have been recruited 
from tee best universities in 
China, is 27. 

Datang, another local 
equipment manufacturer, 
grew out of China’s Telecom 
Technology Research Insti- 
tute. Both Datang and 
Huawei have developed 
in-house GSM network 
systems which are already 
in use in some parts of 
China. The ministry of infor- 
mation industries says that 
the locally-developed 
systems are comparable to 
those made by the foreign 
multinationals. 

These and other Chinese 
companies are now aiming 
at developing third genera- 
tion mobile technology, a 
task in which they are hop- 
ing for much foreign assis- 
tance. Those foreign compa- 
nies most willing to share 
their technology and know- 
how are expected to be 
rewarded with sales con- 
tracts. Those that are not 
may find that China's door 
creaks closed on them. It is 
not an easy choice to make. 



I j 


* 


I 




Yi. 

•r i 


l: 



* «******■ *■ "ftesniew wewy rjk> mamkzmsit nciwmH; urn »«oi me uutiiMU* owi a ar sac 


WJ1WM fU. ESJBJBY HSKasSCT ■UWOBatMORlMlia t 


; BYMRO mSTt^RMUMTS WTI*eBB*IW AOwKTOFWW «WVWIWI«T 


w wane rased on & 




* 


A- 

i'; 


r. 










b£.:; ** t 




seeur 


Wine netwoM 








ffW'TS 1 " '■}■ ■;. 




irT^Rjay.- 
Cr . ' ■- -l ' 


.<V’j . 



I f U ! : 


«:•**••* 

\ ' *• 

; i ■ t — -» 


J,**- iVrtr*- 




i 


■ t - ' . - 


•'■■C-'-'j ■ »’• — 

■r- .. - ■; - : 

s? ■ ■ ■ 


.. . ; • • 



FINANCIAL TIMES WEDNESDAY DECEMBER 16 1998 



BRITAIN 


gMWOMIC_AMPJWlO ||ETAIIY UNION UK COULD JOI N SINGLE CURRENCY ‘WITHIN EIGHT MONTHS OF DECISION ON_REFERE_NDUNT 


Treasury study shows fast track to euro 


By Kevin Brown, 
Industry Editor 


The OK could join tha euro 
within eight months of a 
cabinet decision to call a ref* 
erendum, according to a 
planning document pro- 
duced by the Treasury for 
the committee studying the 
practical problems of eco- 
nomic and monetary union. 

The paper, written by the 
Treasury’s euro preparations 
unit, suggests that a referen- 
dum could take place within 
three months of a govern- 
ment decision in favour of 
membership, followed by for- 
mal accession five months 
later. There would then be a 
25-month conversion period 
before the introduction of 
euro notes and coins. 

The change to the new 
currency would end with six 



Chief executive of soccer’s governing body resigns 


PA News Reporter to London 

Graham Kelly, chief 
executive of the Football 
Association, the governing 
body for soccer in En gland , 
resigned last night. The FA'S 
executive committee also 


recorded a unanimous vote 
of “no confidence” in Keith 
Wiseman, FA chairman. 
David Davies, FA director of 
public affairs, said Mr Wise- 
man had refused to resign. 

Last night's events come 
after Mr Wiseman reportedly 


pledged a £S.2m (*5J3m) 
grant to the Football Associ- 
ation of Wales, spread over 
eight years. Mr Wiseman, 
who recently won the hack- 
ing of Wales for his nomina- 
tion as a vice-president of 
Fife, soccer's world govern- 


SOCIAL SERVICES REFORM 


Scope and cost 
of state pension 
to be curtailed 


By ffidtofas TfciraiiBS, 
Public Poflcy Etfitor 


The government yesterday 
launched plans to abolish 
Serps, the state earnings- 
related pension scheme, and 
replace it with a new state 
pension that will do more for 
the lowest paid and for car- 
ers. 

It is also providing 
incentives for those on low 
to middle incomes to opt out 
of the state system into new 
“stakeholder" private pen- 
sions, with guaranteed low 
charges. 

The package includes, a 
means-tested “minimum 
pension guarantee” worth 
about 20 per cent of average 
earnings and intended to 
stay at that level whale- the 
value of the basic state pen- 
sion, linked only to prices, 
continues to shrink. 

The package brought 
mixed reactions. By 2050, the 
reform will have reversed 
the public/private balance of 
pensions, from 60 per cent 
publicly funded at present, 
with 40 per cent private, to 


60 per cent privately funded 
and 40 per cent publicly 
funded. 

Employers without , occu- 
pational schemes will have 
to offer easy access to stake- 
holder pensions - a measure 
that will cost business about 
£L5m a year for every 1m 
employees who join. Employ- 
ers that .introduce the sys- 
tem are likely to face a 
£!40xn non-recurring cost 

Alistair Darling, the 
social security secretary, 
said the new system would 
“dramatically increase pen- 
sions for savers on earnings 
of up to. £9,000 a year, 
giving 4m lower earners a 
second pension of almost £50 
a week”, while rewarding 
the unpaid work of mothers 
with young children and car- 
ers. 

The National Association 
or Penman Funds feared that 
the new “stakeholder” pen- 
sions would undermine occu- 
pational schemes - despite a 
proposal that employers 
should be able to require 
employees to Join their occu- 
pational schemes. 


Ageing populace 
facing poverty 


By Deborah Hargreaves 
in London 

The pressing need for reform 
of the pensions system has 
been driven by an ageing 
population and the steeply 
rising cost of old-age pen- 
sions. In the next 4D years, 
the number of people aged 
over 65 is expected to 
increase at 10 times the over- 
all rate of population 
growth. The government 
warns that by 2050 one in 
three pensioners would not 
be able to live on stale pen- 
sion without some form of 
income support. . 

“If we do nothing, many 
pensioners would, face pov- 
erty in retirement - a pros- 
pect we are not prepared to 
tolerate, 1 " Alistair Dar- 
ling, chief minister for social 
security. 

At the same time, if the 
government ' were to do noth- 
ing to encourage workers to 
save for their old age, hut 
offer higher state pensions - 
such as linking them with 
average earnings - the pen- 
sions hflT would - increase 
from a current 240bn 
($S&5hh>/to CTObn at today's 
juices by 1®60. 

Margaret Thatcher's Con- 
servative government broke 
the Jink between earnings 
and the standard state pen- 
sion in 1981. Pensions have 
since then risen to hue with 
the rate of inflation and 
their real value has been 

eroded, , 

A state pension was worth 
S? per cent of average earn- 
ings in 1979. but has fallen to 
IS per cent of income today 
and was set to shrink to 7 
per cent of the average wage 

by 2020. . * - 

Compared with other west- 
cna.coumries, Britain spends 
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tic product on pensions: the 
OECD reckons that; under 
existing policies, the TJK 
would be spending 4 per cent 
of GDP on state pensions by 

2040. This compares with a 

figure of between 15. and 20 
per cent for France, Ger- 
many, Japan and Italy. 

The problem about pen- 
sions provision in most west- 
ern countries is the change 
In demographics which 
leaves- a- smaller proportion 
of young people in work to 
fund the pensions of the 
older generation. When the 
UK welfare state was set up 
iiBer the report hy Sr Wfl- 
Ham Beveridge in 1642, there 
were, roughly seven workers 
far every pensioner. Today 
there are four, in 2025, there 
will be only two. With fewer 
workers and more old 
-people, the sums do not 
work , out well. “Everyone 
who can save for their retire- 
meat has a responsibility to 
do so,” said Mr Darling yes- 
terday. 


Lax, Page 21 


mg body, has insisted there 
was “nothing wrong or 
unusual” about providing 
ffnntiriai help to the Welsh 
body. Fifa will decide if 
England's government- 
backed bid to host the 2006 
World Cup succeeds. 


Tony Banks, sports minis- 
ter, said: “It is a matter of 
great sadness to hear of 
events at the FA However, 
it is for the internal work- 
ings of the FA to resolve the 
current situation. 

“In the meantime,” be con- 


tinued. “the government 
expresses their satisfaction 
with the stated determina- 
tion of the FA to pursue 
with all vigour England's 
2006 World Cup bid, which is 
fully supported by the gov- 
ernment” 


Deep cut ordered 
in cost of calls 
to mobile phones 


By Alan Cara in London 

The cost of UK calls to 
mobile phones is set to fell 
by £lbn (Ji.66bn) over the 
next three years after the 
Monopolies and Mergers 
Commission found British 
Telecommunications. Voda- 
fone and Cellnet guilty of 
overcharging. 

David Edmonds, telecoms 
watchdog, said yesterday be 
would implement the full 

MMC recommendations. 

This will mean a 25 per cent 
drop in the cost of calls from 
a BT line to a Vodaphone or 
Cellnet mobile phone - the 
first regulation of prices 
affecting mobile operators. 

There remains a question 
whether, under European 
Union laws, Oftel can force 
operators to cut charges. 

Mobile operators charge 
BT for delivering their calls 
from its fixed network and 
the UK's largest operator 
passes the cost on to its cus- 
tomers. In addition, the 
MMC recommended and 
Oftel accepted: 

• An end to charges for 
unanswered calls to mobiles 
on Vodafone and Cellnet’s 


networks. switched to 

recorded messages. 

• From April next year, 
charges for calls to mobiles 
wffl be capped by the for- 
mula of inflation minus nine 
per cent for two years. 

• BT’s share of the charge 
must be cut from 5.8 pence a 
minute to 354 pence a min- 
ute. a fell of 41 per cent. 

The MMC was asked to 
look at the question of the 
cost of rails to mobiles in 
March, after operators and 
Don Cruickshank. previous 
Oftel director general, felled 
to agree on terms. Mr 
Cruickshank said operators 
were “ripping off' the public. 

Mr Edmonds, taking a 
more conciliatory approach, 
said be was pleased the 
MMC had accepted Oftel’s 
arguments. The operators 
said they agreed in general 
with the MMC, but believed 
the referral was unneces- 
sary. The costs of calls to 
mobiles had already been 
cut and were set to fall 
again. BT said the changes 
would cost it LiOOm in pre- 
tax profits in a full year. 


Privatised Industries, Page 12 


Another Deloitte Consulting Difference 


We know 
what's best. 


DELOITTE 
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We know what works. 
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Arrogance is something else altogether. 
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BRITAIN 


Curbs to ease 
in privatised 
industries 




NEWS DIGEST 


Pioneer scientist makes waves in US northernwblano 


Peter Marsh meets a former technology 
lecturer with the entrepreneurial zeal that 
the Blair government is trying to nurture 


FT Reporters fan London 

Peter Mandelson, the UK's 
chief trade minister, yester- 
day raised the prospect of a 
further round of liberalisa- 
tion of privatised industries, 
b eginnin g with the telecom- 
munications sector. 

In an interview In advance 
of publication of bis policy 
paper on competitiveness 
today, Mr Mandelson said he 
Intended to make his minis- 
try a champion of competi- 
tion and consumer choice. 

Mr Mandelson said the 
series of privatisations 
forced through by the Con- 
servative administrations 
led by Margaret Thatcher 
and John Major had given a 
big boost to competition. 

In a sig n of his iTvrpflsing 
confidence, Mr Mandelson 
criticised previous Labour 
governments for their “mis- 
conceived" faith in economic 
planning - and Labour oppo- 
sitions for trying to block 
asset sales. 

“Practically in every sin- 
gle instance, the Labour 
party was wrong to oppose 
privatisation.” he said. 

Mr Mandelson said he had 
broad sympathy for further 
liberalisation in privatised 
industries, and said the tele- 
communications sector was 
“an Important model for me. 
and one that In general 
terms I Intend to take for- 
ward." 

He said plans for further 
telecommunications liberal- 
isation were not fully devel- 
oped, but he said internet 
access charges and the sec- 


tor’s rate of product develop- 
ment were problem areas. 

Industry observers think 
he may be considering the 
thorny question of “local 
loop unbundling* - or 
whether British Telecommu- 
nication's rivals should be 
allowed to connect directly 
to small and medium-sized 
businesses and residential 
customers to provide 
advanced services ineintUng 
fast internet access. 

Such competitors would 
take advantage of BTs infra- 
structure without necessar- 
ily mnMng capital invest- 
ments themselves. 

Oftel, the telecommunica- 
ti ons regulator, is consulting 
the industry on the question. 
■ The government 
launched four initiatives yes- 
terday to promote science. 

• A new science group of ifi 
minis ters to ensure all gov- 
ernment departments take 
account of science when 
developing policy. 

• A second round of the 
Foresight programme, 
started by the previous gov- 
ernment in 1994, to bring 
together public and private 
sectors to look forward at 
scientific and commercial 
developments over the next 
20 years. 

• A public consultation 
exercise to obtain the views 
of the general public (as 
opposed to special interest 
groups) on a wide range of 
biosciences issues such as 
genetic testing, cloning and 
genetically modified crops. 

• An extra £75m for univer- 
sity research equipment 


I dentifying aircraft by their 
radar signatures and com- 
municating with space 
probes seems far removed 
from sorting out signals sent 
to and from mobile tele- 
phones. 

However, all three areas 
are the preserve of FUtronic, 
a UK company which Is a 
world leader in microwave 
technology and an example 
of the scientific entrepre- 
neurship that, in today's pol- 
icy paper on competitive- 
ness, the government will 
say it wants to encourage. 

Filtronic was founded in 
1977 by David Rhodes, 55. a 
former Leeds University lec- 
turer, who remains chair- 
man and chief executive. 
“My goal is to be the Intel 
[the world's biggest micro- 
processor company] of the 
microwave world,” he says. 

Mr Rhodes is exactly the 
kind of person Peter Mandel- 
son, chief Industry minister, 
reckons Britain is short of. 
Mr Mandelson, In charge of 
the policy paper, believes 
not enough scientifically and 
technologically qualified 
people in the UK match the 
entrepreneurial zeal of their 
counterparts in the US. 

This Is one reason, he 
believes, that so many good 
scientific Ideas in Britain foil 
to be commercialised by UK 
companies, hampering the 
country's overall effort to 
generate more wealth. 

With annual sales of 
£220m ($365 .2m) and 2,500 
employees in the UK, US and 
Australia, Flltronic's prod- 
ucts are used mainly by 
large mobile phone compa- 
nies such as Nokia of Fin- 
land and Motorola of the US. 


They rely on -Flltronic’s 
equipment, based on elec- 
tronic and mechanical 
devices to separate and pro- 
cess microwaves, to distin- 
guish between the signals 
channelled to and from 
handsets and the rest of the 
phone network. 

Mr Rhodes did his early 
work on microwave engi- 
neering in the 1960s at Leeds 
before moving to the US for 
two years, where he worked 
on the space programme. His 
ideas helped the Voyager 
space probes to transmit 
Information to earth and 
were used in radar systems 
that guided the Apollo lunar 
module to the first moon 
landing in 1969. 

After setting up Filtronic, 
some of Mr Rhodes’s first 
customers were from the US 
military. They used the com- 
pany’s signal processing in 
“electronic warfare", under 
which enemy radar equip- 
ment Is rendered inoperable 
by Jamming It with special 
frequencies. Filtronic also 
worked on the US Stealth 
bomber project, requiring it 
to gain high-level Depart- 
ment of Defense clearances, 
unusual for a UK company. 

Only in the late 1980s and 
early 1990s did Filtronic 
start to reap the first big 
commercial rewards from its 
technology by redirecting its 
microwave Ideas to mobile 
telephones, one of the fast- 
est-growing global busi- 
nesses of the past decade. 

The problem it helped to 
solve was that each phone 
company has only a rela- 
tively small part of the radio 
spectrum in which to 
squeeze more and more tele- 



Irish foreign minister gives 
pledge on peace process 


Davkl Rhodac rima to ba ‘frrtsl of mlw owav— * Ashley Asfuwod 


communications traffic. . 

Filtronic found Its tech- 
niques - built around identi- 
fication of extremely weak 
signals, or special filtering to 
screen out “noise" associ- 
ated with unwanted radio 
messages - could help the 
phone companies cram more 
d gnaic mtn g, given amount 
of radio space. 

Mr Rhodes explains: “If 
you can use 100 per cent of 
the radio spectrum tint you 
are allocated, rather than 90 
par cent, the revenue from 
the extra 10 per cent goes 
straight on to-your bottom 
line." 

Of Flltronic’s sales, Just a 
fifth comes from the UK and 
half from the US, a propor- 
tion that seems set to rise. 
The company recently 
bought a division of Calif- 


Setts oii s Greetings 



onda-based Litton Industries 
which is a world leader in 

|priTlnm .B rB»n1<fo microchips 
- ultra-fost semiconductors 
used for high-speed telecom- 
munications — and ham glSO 
set up a unit to sell switch- 
ing equipment to the US 
cable industry for handling 
TV signals. 

Half of Flltronic's 350 
engineers are. however. In 
the UK, where Mr Rhodes 
retains strong links with 
Leeds University. He Is a 
part-time professor and has 
recently sat up an unusual 
training scheme under 
which atnAmta do postgrad- 
uate courses In microwave 
angfaBarfeg with most of the 
teaching due on Flltronic’s 
premises. 

Pwoaaf'vtaw, Pagsl4 

Railtrack 
sale lost 
$lbn, say 
auditors 

ByCtariBasfctafor, 

TrarepartConMpouiimt 

The last government could 
have sold Rail track for 
between £600m and El.Sbn 
(S996m and KLfiba) more 
than it did, had it carried out 
a phased sale rather than 
selling It in one move, the 
National Audit Office says. 

The shares were sold at 
390p each but have since 
risen to a high of £17.68p. 
Rail track owns the infra- 
structure of almost the 
whole UK raQ network apart 
from London Underground. 

A critical report of the sale 
today concludes that the 
transport ministry could 
have raised much more than 
the £L9bn stock market val- 
uation for the «w ppa r i y in 
May 1996. 

The report also criticises 
the dual role played by SBC 
Warburg, which, it said, 
faced a potential conflict of 
interest because it advised 
on whether all, or only some 
of the shares, should be sold 
while it also earned a com- 
mission on the shares sold. 

The Rail track sale was 
brought forward by the last 
government to ensure that 
the entire rail network was 
in private hands before the 
May 1997 election. 

The ministry Justified its 
use of SBC Warburg in a 
dual role. It hart confidence 
in the bank's Integrity and 
the bank had access to other 
sources of advice. Warburg 
refected any suggestion that 
Its advice was affected by 
any ffruinHa ] incentive. 


Strong efforts wifl be madein flwnft* 

a breakthrough in the Northern IroU^pe^f^ceitt _ 
before Christmas, David Andrews. 

Rgnublic of Ireland, said yesterday w the- OaH. the lower 

house of the republic’s P artiam * nt a in-—--. 

■Our government officials are * 

Ireland’s principal dtp) In *££ 

ing in the closest touch with fof Taose** mn, 
the prime minlsterl and myaotf. ™ 

Gerry Adams, prescient of 
the Irish Republican Army, said after rneemg m 

cutty faced by opponents of a umtedlrjlwd t 7**epWB 

the presence of Sinn F6in In new 

unionists have to do Is take a leap 

said. "I would not be surprised ifwe tad 

week; neither would I be surprbedtf ere <***™*- 

The Rev Ian Paisley, leader of «he Denwc^Urewtt 
party, which boycotted the tafts kadjngto the *£?****• 
deal, said Sinn F6in should be barred from t he new mstttu- 
ttons. He predicted that the IRA would never disarm urteas 
It achieved its goal of a united Ireland, "Let s nml the Re 
that these man of blood will hand m their weapons in two 
years time. They will not hand them in until they get whet 
they want,” ha said. 

CORPORATE GOVERNANCE 


Moratorium on full compliance 

Listed companies wffl no longer have to comply fuBy with 
a controversial clause In the so-called “supeicode" on cor- 
porate governance foflowtng East minute intervention by the 
London Stock Exchange. In a private letter to all UK fisted 
companies, the exchange has told them that when it 
comes to their statement of compliance on internal con- 
trols they need refer only to “financial” controls. 

Fun compliance can watt until e working group of 
experts gives guidance on the “scope, extent, and nature" 
of Internal controls - and whether they include non-finan- 
dai risks related to the environment, competitors, and 
stakeholders. The moratorium will start a debate on how 
wide a definition should be drawn of the risks companies 
tecs and the extent to which annuel report and accounts 
should cany a compliance st a tement on controls designed 
to BmJt such dangers. 

Paul Rutteman. a partner with Ernst & Young and the 
expert an the issue, said he was confident the announce- 
ment was an “Interim step” and would allow proper guid- 
ance to be drawn up by the Institute of Chartered Accoun- 
tants In England and Wato. Jim Ketty, London 


CONSUMER SPENDING 

Inflation kept in check 


Prices for clothing and foot- 

rr BBtJRE THct the sharpest annual decline 

itfLATON (#1® COtfl&L for 45 years, the Office for 
— I f u .i m — y National Statistics said yes- 
&t3 terday. Last month, cautious 

n/Vl \ — L- uj_ i ^ spending by consumers and 
Mr' * fierce competition among 

sl I ( J retafiers kept inflation tightly 

HflG® V-S in check. The underlying 

mjflj maa sure, RPIX, which 

exdudes mortgage interest 
payments, hit the Bank of 
MB £0f( England's [the UK central 
bank] targeted annual 

f W flHlfxZXp growth rate of 2.5 per cent 
H MIEcK- for the fourth month nm- 
nln 9- 1* 16 offfc e said. While 
Vw. ggjjj? annual goods price inflation 

remained at 1.1 par cent, 

the lowest level for at least 11 years, price Increases In foe 
more robust service sector accelerated slightly, from 3.4 
per cant to 3.5 per cent. However, sharp falls In commod- 
ity prices and foe cost of raw materials have also served 
to hold Inflation In check, as has increased competition 
from cheap Asian imports of audio-visual equipment. Pay 
settlements In the engineering industry have fallen sharply, 
according to a survey from foe Engineering Employers' 
Federation yesterday. Christopher Adams, London 


SPORTS ADMINISTRATION 


Horseracing changes ahead 

Big changes in structure and constitution were announced 
yesterday by foe British Horseracing Board (BHB), the 
main supervisory body for foe UK’s biggest and most 
complex sport It was claimed the initiative “creates a new 
spirit of partnership" In racing, which Is often riven by fac- 
tional controversies, and signals more professional man- 
agement It Is the first significant review of foe BHB's 
structure and management sinca ft was formed five years 
ago. 

Peter SaviU, a prominent racehorse owner and chairman 
of the BHB, said: “If the sport Is to prosper, we need to 
improve its funding substantially and to compete both with 
racing Internationally and with other sports and leisure 
activities Qn the UK]. We can only achieve these goals If 
the leadership of racing is more professional, democratic, 
efficient and united." Michael Thompson-Noel, London 


Arms export controls are 
weak, says relief agency 


MeiUeuvs \ocu.x l rohc / csua^e lluonc / cslc I cliz Xuvidud 


Haflfax Group Treasury no pleated to bo 
donating to DEBRA tltia Christmas. 

debra 

DEBRA was founded in !978 as help group for people suffering v/ith 

Eptdemofysis Bullosa and their families. EB is a rare genetic skin disorder. 





By David Buchan, 

Diplomatic Etftor 

The government has left 
loopholes In its export 
controls that enable UK 
weapons to reach banned 
destinations Indirectly 
through brokered deals, 
licensed production and 
sloppy end-use certificates, 
according to a study pub- 
lished by Oxfam yesterday. 

The UK charity welcomes 
moves last summer by the 
trade and industry depart- 
ment and by the Foreign 
Office tO tighten up naHnwal 

and European Union con- 
tnils, but says “much more 
can and needs to be done”. 

The government was due 
to present its first detailed 
report on arms licensing last 
summer, but the Ministry of 
j Defence is worried about 
sensitive customer informa- 
tion leaking out, and Foreign 
Office officials could not say 


this week when the report 
would be published. 

The Oxfam study Identi- 
fies three main loopholes. 
One Is the lack of control 
over brokering where an 
agent in a first country 
arranges a deal between a 
supplier In a second country 
and a customer In a third 
country. The UK govern- 
ment can control only a bro- 
ker where a United Nations 
embargo is involved, but this 
was broken when Sandlins, 
a UK broker, bought guns in 
Bulgaria and shipped them 
to Sierra Leone. 

Oxfam says the govern- 
ment promised to legislate 
on arms brokers by 2000. But 
the charity urges it to toko 
Quicker and brooder action 
by making brokering to 
embargoed destinations a 
criminal offence, and to 
bring brokering within the 
EU coda of conduct on arms 
sales. 


Highlighting the Issue of 
licensed production abroad, 
the study notes that a UK 
company does not usually 
have to obtain UK export 
approval for weapons pro- 
duced under its licences 
abroad. Oxfam cites reports 
that Heckler & Koch, part of 
British Aerospace’s Royal 
Ordnance division, has 
licensed submachine produc- 
tion in Turkey, which in 
turn is selling these weapons 
on to Indonesia, 

Oxfam proposes that the 
UK should follow the US sys- 
tem, which requires US 
approval- for the export of 
US-Hcensod weapons made 
outside the US. A UK For- 
eign Office official said 
"there is no evidence that 
UK companies arc using 
licensed production to avoid 
UK export controls". But the 
government was looking at 
ways of tightening up on 
end-use certificates. 
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THE ARTS 




OPERA LA SCALA, MILAN 


Wagner falls 
on deaf ears 

The Italian audience was not too 
impressed with the season’s openinq 
production, writes Richard Fairman 


After four years, with much 
tacking and weaving along 
the way, the new production 
of Wagner’s Ring cycle at La 
Scala, Milan, is complete. 
The final opera, GOOentOm- 
menmg. opened the new sea> 
son last week. 

At most opera-houses the 
crowning opera of Wagner’s 
great Meisterwerk would be 
seen as a natural choice for 
such an occasion, but not in 
Milan. December 7 is the 
city’s hallowed festive day 
and the common expectation 
among local opera-goers is 
that the event should be cel- 
ebrated at La Scala by an 
Italian opera, preferably one 
of the big Verdi favourites. 

During the funeral 
march Siegfried 
lay on a 
ring-shaped 
platform which 
tilted and gently 
tipped him off, 
like a waste 
disposal unit 

There are different opin- 
ions as to why they were 
given Wagner instead. Some 
believe that Riccardo Muti, 
La Scala's long-serving 
music director, is keen to 
prove that his company nan 
excel as much in the most 
testing German repertoire as 
in its native Italian operas. 
Otbers take a more jaun- 
diced view and complain 
that Muti is in fact running 
away from the real chal- 
lenge, which is to use the 
opening night at La Scala to 
show the world how Italian 
operas should be performed. 

Unfortunately, the big day 
has traditionally provided a 
rallying-point for trouble- 
makers of all kinds. After 
many ugly scenes caused by 
hecklers up in the gallery 
Muti. reputedly a man with 
an iron will, has done his 
best to silence dissent, cur- 
tailing live television broad- 
casts of the opening night 
and scheduling less contro- 
versial German operas as 


often as he dares - Die 
WalkQre, Die Zauberflote and 
Cdtterdtimmming in recent 
years, with Fidelia to open 
the 1999-2000 season. 

If that is true, his plan 
seems to have worked. By 
the third performance of 
G<5 tterdQmmerung , last Sun- 
day, the audience was com- 
pletely docile. If one did not 
know better, one would have 
thought them all asleep. The 
La Scala faithful do not care 
much about Wagner, though 
from time to time they 
would rouse themselves to 
make some public comment. 
‘‘Troppo J lingo!" ("Too 
longTt announced one man 
after barely an hour. “E fin- 
ite?" (“Has it finished?"; 
called out another plain, 
tively, as a loud climax 
raised his hopes prema- 
turely. 

Heaven knows, the produc- 
tion team had done all they 
could to make the evening 
palatable. It seems decades, 
not to say aeons, since 
Wagner productions last 
looked like this anywhere 
in Europe. Yannis Kokkos, 
the producer and designer, 
chose to present the opera 
against a picturesque cyclo- 
rama of the sky, glowing red 
for the lire round the Valky- 
rie rock, turning thunderous 
for Siegfried's death and cov- 
ered in dangerous-looking 
spear-shaped clouds during 
the trio that plots his 
murder. 

After so many productions 
that try to make the Ring 
relevant to a particular time 
or place, this one went out of 
its way to be non-specific. 
The characters were shad- 
owy and even the most 
momentous events passed 
without import. During the 
funeral march Siegfried lay 
on a ilng-shaped platform 
which tilted and gently 
tipped him off, like a waste 
disposal unit. At the final 
conflagration there was a lot 
of dry ice, which nearly 
engulfed poor Brfinnhilde. 
and then the chorus wan: 
dered on to gaze at an empty 
sky.' 

This was a GdtterdOmme- 
mhff where either watching 
or listening could offer a 
pleasurable experience, but 
thinking was definitely inad- 
visable. The musical side of 
the performance was 



Lungs of steak Kurt Rydl as Hagan (topi with Fnmz-Jasef KappaflmamVtt Albeifch m Yannis Kokkos* picturesque ‘G&tterdSrnRwnHVB' 


well-groomed, glamorous of 
sound, cogently paced. Muti 
must have worked hard to 
get the La Scala orchestra to 
play Wagner with such a 
command of detail. But the 
sense of deep and intense 
feelings being awoken afresh 
that truly idiomatic Wagner- 
ians can create was only 
rarely present 
As befits an opera-house of 
La Scala’s' status', the cast 
was made up of singers expe- 
rienced in tackling the Ring 
at an international level. 
Kurt Rydl, a familiar Hagen 
from recent Ring cycles in 


London and Amsterdam, 
was vocally just as fearsome 
as before - this man must 
have lungs of steel. Bike 
Wilm Schulte, a very 
strong Gunther, was another 
welcome German visitor, 
Wolfgang Schmidt somewhat 
less so as Siegfried. The 
voice is reedy and hia vocal 
character lacks a heroic 
dimension ... ' , 

-"since I 

last -heard Jane Baglen and 
her BrOnnhilde here marked 
an advance in several areas. 
The voice is as steady as 
befarg, if a touch tentative at 


the top, but ber singing of 
the text has become more 
animated. Perhaps under 
Muti's tutelage, she shaped 
some phrases with an ele- 
gance worthy of bel canto, a 
rare virtue in a Wagnerian 
and one she would do well to 
cultivate. Emily Magee made 
a lyrical Gutnrne, but the 
role of Waltraute lies low for 
Waltraud Meier these days. 
FraB&Jdsef Kappellmann 
snapped at his words like a 
caricature of Alberich. The 
Rhinemaidens’ trio was 
quite delectable; the Noras 
were uneven. 


Where all this will lead is 
difficult to say. Most compa- 
nies would now be looking 
ahead to a complete cycle of 
the Ring, but La Scala has 
arrived at Gtittcrddnmcrung 
by such a circuitous route, 
swapping producers half 
way through the cycle and 
failing to get Dos Rheingold 
on to the stage at all, that it 
will be hard to realise any 
sort of cumulative achieve- 
ment. Hopefully Muti him- 
self will regard his goals as 
having been attained - 
whatever goals they might 
be. 


Battle scarred 
tale unveiled for 
the third time 


MUSICAL 

i^SHOT 

Martin fiuexre 

West Yorkshire Playhouse, Leeds 

Cameron Mackintosh's 
production of Alain BouMii 
and Claude-Michel 
SchSnberg’s Martin Guerre 
opened in the West End in 
July 1996. It didn't really 

work, so they closed it, 
tweaked it extensively and 
opened it again that 
November. This was, it was 
generally agreed, a distinct 
improvement an mark l, but 
still no great shakes - e'est 
la Guerre, was the broad 
opinion, mais a* n ’est pas 
magnifique. Now the authors 
of Les A fisfrables and Miss 
Saigon have declared that 
they never envisaged this 
show as a blockbuster 
anyway, have rewritten It 
almost entirely as a 
medium-scale affair - cast 
of 23, 10 musicians - and 
unveiled it once more. 

This review must now 
bifurcate, evaluating what 
might fin acknowledgement 
of Daniel Vigne’s 1982 film 
treatment of (he same 
16th -century true story) be 
called the return of the 
return (of the return) of 
Martin Guerre, both in 
comparison to its previous 
incarnations and as a show 
in its own right 

On the first count, 1 am at 
a disadvantage, having seen 
neither earlier version. It is 
plain, however, that 
criticisms about narrative 
clarity have been taken 
strongly to heart: the show 
now opens with a battlefield 
scene in which Martin 
speaks to Ms comrade-in- 
arms, Arnaud da 71111, or his 
youth in the village of 
Artigat and his 
unconsummated marriage to 
the young Bertrande, and 
we see these events played 
out in flashback. 

Consequently, it is clear 
that Arnand’s later arrival 
In Artigat is undertaken in 
good faith to deliver 
Martin’s apparent last .. 
words to Bertrande; the 
villagers, however; desire 
him to be Martin himself, 
and he and Bertrande 
ultimately acquiesce in this 

communal.delusion. _ 

The centraT triangular ~' r • 
story of love and honour 
emerges dearly as, by 
almost all accounts, ft had 
not done hitherto. The 
larger dimension of the evils 


of religious sectarianism 
(Martin and Arnand meet in 
religions wars; Artigat’s 
tiny Protestant community 
remains clandestine in the 
face or priestly despotism), 
though, continues to 
entangle this core narrative 
rather than imbuing It with 
historical grandeur. 

Admired director- 
choreographer team ConuaD 
Morrison and David Bolger 
animate events well: John 
Napier's design is simple 
and versatile without 
veering into minimalism; 
and the central trio of roles 
are sung strongly by 
Matthew Cammelle 
(Arnaud), Stephen Weller 
(Martin) and, in the 

Many musicals 
have insubstantial 
plots, but few 
pretend to such 
grandiosity 

vanguard as always, Joanna 
Riding as Bertrande. 

However, 1 cannot tell a 
lie: the whole thing seems 
simply ludicrous. Bo u bill’s 
new lyrics may have been 
largely written in English 
rather thaw being translated 
by Stephen Clark, but they 
are trite and predictable; the 
only occasions on which 1 
failed to spot a rhyme 
coming half a couplet away 
were when no rhyme came 
at all. Schdnberg*s score is 
big on majesty, but light on 
memorable tunes - perhaps 
one and a half in the entire 
show. As Amaud’s trial and 
Imprisonment become the 
focus of religious strife in 
Artigat, and Papist 
vigilantes dismember a 
scarecrow - as Martin once 
again sacrifices Bertrande, 
only to find Arnaud ready to 
die for his comrade - 1 could 
not help but recall Wilde's 
remark about the death of 
Little Nell: one wonld have 
to have a heart of stone not 
to langh. 

Many musicals have 
insubstantial plots, bnt few 1 
pretend to such grandiosity. 
Call me contemptuous and 
cynical, but do not call me 
_t o the next revision of 
MdrUn Guerre.' Bonblil anTT ‘ 
Schfinberg have had their 
three strikes. 

Until February 13, then touring; 
sponsored by Halfax pic. 


MUSIC THE LONDON SYMPHONY ORCHESTRA / BARBICAN HALL, LONDON 


An Elgarian conductor of the finest order 

Sir Colin Davis has become a peerless exponent of the music of this very English composer, writes Andrew Clark 


Beneath the reserve of Elgar's 
music lies a subdued but great 
passion, and it is up to the con- 
ductor to find a way past that 
reserve to the depth of feeling it 
protects. That is exactly what Sir 
Colin Davis has achieved in his 
four Elgar concerts with the Lon- 
don Symphony Orchestra at the 
Barbican, ending with . The 
Dream of Gerontius on Sunday; 
and the wonder of it aD is that 
Sir Colin has probed Elgar's 
music within strictly classical 
parameters, without a trace of 
false sentiment or bombast. We 


ought to expect nothing less of a 
masterful interpreter of Mozart 
and Berlioz. And yet, throughout 
his career. Sir Colin has never 
shown' a particular sympathy for 
Elgar’s world. Perhaps he fought 
shy of its tender nobility; its sur- 
face Englisbness, two qualities 
that have never been part of the 
Davis musical armoury. 

His .emergence as an Elgarian 
of the finest order. In the broad 
European tradition first repre- 
sented by Hans Richter, can be 
put down to two factors; it is part 
Of Sir Colin's -maturity that he 


understands Elgar better, and 
knows how to let the music 
breathe; and his appointment as 
principal conductor of the LSO 
put at bis disposal an orchestra 
which not only bears the longest 
Elgar tradition, dating back to 
Elgar's own term as principal 
conductor, but possesses the 
musical confidence to do justice 
to his biggest works. Alter the 
first concert in the series, pairing 
the Violin Concerto and the 
Elgar/Payne Third Symphony, I 
remarked on the muscular refine- 
ment of the LSO’s playing, the 


amplitude of the sound and the 
way it matches the richness of 
Elgar's harmonic development, 
and tbese qualities were sus- 
tained throughout the remaining 
three concerts. The playing was 
consistently opulent, robust, sen- 
sitive. beautiful, but not over- 
voluptuous, The LSO remains a 
peerless Elgar orchestra. 

Sir Colin avoided the lighter 
Elgar in favour of the works on 
which the composer’s reputation 
ultimately rests: the two sympho- 
nies and concertos. Fa Is la ff and 
Gerontius’, the Enigma Variations 


will follow, after Sir Colin has 
taken the series to New York 
next month. In each case. Sir 
Colin demonstrated bis mastery 
of Elgarian structure - notably 
in the long-breathed slow move- 
ment of the First Symphony, 
which evolved in a seamless con- 
tinuum, and his depiction of Fal- 
staff in a single arc binding mul- 
tifarious incident. 

He also demonstrated that, in 
his 72nd year, he enjoys un dim- 
med vigour. Unlike Brahms. 
Bruckner and Sibelius, Elgar 
brings out the visceral quality in 


Davis. Even in Gerontius. where 
be finds in Elgar a fellow soul- 
searcher, Davis attacked the 
music with a youthful zest and 
energy that was quite spell-bind- 
ing - though we could do with- 
out his audible grunts. 

Of all four concerts in the 
series, the pairing of Falstaff and 
the First Symphony provided the 
greatest satisfaction - not just 
because of Sir Colin’s generosity 
of phrasing, but for the LSO’s 
full-throated majesty, and the 
way Elgar gives each Instrumen- 
tal section a chance to shine. The 
ebony colouring of the cellos in 
the opening theme of Falstaff 
was unexpectedly descriptive; 
and in the symphony, the orches- 
tra's clarity of articulation was 
as revealing as Sir Colin’s 
Wagnerian control or line and 
transition. 


In the Cello Concerto. Heinrich 
Schiffis precise, legato control 
uncovered a mercurial. Haydn-es- 
que spirit, at the expense of emo- 
tional intimacy. The distinguish- 
ing features of the Second 
Symphony were the relentless 
thrust of the opening Allegro and 
an incandescent funeral march; 
overall, however, it could have 
benefitted from more detailed 
shaping of the themes. The 
impact of Gerontius was weak- 
ened by the variable quality of 
the London Symphony Chorus, 
by the failure of all three soloists 
to project a sense of emotional 
commitment, and by the Barbi- 
can's limited acoustic. Neverthe- 
less, thanks to Sir Colin, there 
were flashes of genius. It was his 
passion and inspiration which 
made tbis Elgar series so 
rewarding. 
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AMSTERDAM 

EXHIBTriON 
Rijksmuaeum 
Tel: 3 1 -20-673 2121 
Adriaen deVries (1566-1626): 
Imperial Sculptor. Major 
exhibition celebrating the work of 
the Dutch sculptor, who worked 
for Emperor Rudolf U among 
other European courts/Around 
40 bronzes wiK be on display, 
borrowed from pubficand private 
collections in Europe and the US. 
Highlights include file fountain 
statues from the gardens at 
Drottningholm: to Mar 14 

OPERA 

Netherlands Opera, Hot 
.iMuzfefctheater 

i>T&‘: 37-20-567 8911 

1 The Queen of Spades: by 

r* Tchafcovsky- Conducted .by 
t Semyon Bychkov in a rteW __ _ 
staging by Lev Dodm; Dec 17, 20 

BERLIN 

CONCERT 
Konzerthaus 
Tel: 49-30-2G3090 
Felicity Lott recital by the 


soprano and mezzosopraho Ann 
Murray, of works by Purcell, 
Schumann and others. 'With 
pianist Graham Johnson; 

Dec 17 


BONN 

EXHIBITION 

Kunst- und AussteHungshaOe 
der Bundesrepubfik 
Deutschland 
Tel: 49-228-917 1200 
wwwJtah-bonn.de 
High Renaissance in the Vatican: 
Art and. Culture at the Papal 
Court (1503-84). The early 16th 
century saw Rome establish itself 
as the centre of art in Europe: 
the Vatican commissioned work 
from such great artists as 
Leonardo da Vinci. Michetengeto . 
. and R^haM. This exhibition 
displays some of the 
masterpieces, that resulted, as 
well as detailing the contexts in 
which they were produced; to 
April 

COLOGNE 

OPERA 

Oper derStodt 

Tel ; 49-221-221 8240 
Die Vfigek first modem staging 
forWaiter Braunfels's opera. ' 
Premiered In 7920, it was banned 
by the Nazis end largely 
forgotten until a recent recording, 
this production Is conducted by 
Bruno Well! and staged by 
David Mouchtar-Samora; 

Dec 18, 20, 22 

FLORENCE 

EXHIBITION 


Palazzo Pftti 

La Dama con I'Ermelfino: 

Leonardo da Vinci's 1489 portrait 
of the young mistress of Duke 
Ludovico of Milan travels to Italy 
for the first time since 1800, 
when rt was purchased by the 
Polish Prince CzartorysJd; from 
Dec 16 to Jan 24 

- J - ■ 

FRANKFURT ? 

OPERA 

Oper Frankfurt 

Tel: 49-69-21237 999 . ; ' 

www. frankfurt-business. defaper 
Die Zauberf!6te: by Mozart " 
Conducted by Catherine 
Rtickwardt in a staging by-Alfred 
Kirchner. The cast indudes Sritta/. 
Stallmeister; Dec 19, 21 •' • 

HAMBURG - V 

EXHIBITION 

HunsttiaHe 

Kandinsky, Chagall, Malevich and 
the Russian Avant-Garde: show 
tracing the art movements 
between the Russian revolutions 
of 1905 and 1918, and focusing 
on attempts by' artists to fuse 
aspects of folk culture with 
Western modernism. Many of the 
100 works on display are on loan 
from Russian museums; to 
Jan 10 

HARTFORD 

exhibition 

Wadsworth Atheneum 
Pieter de Hooch 11628-1681): 
previously seen at Dulwich 
Picture Gallery, this first-ever 
one-man show of the Dutch 
painter offers a reassessment of 


his worit Less celebrated than 
his contemporary, Vermeer, de 
Hooch was a pioneer in his own 
right, and a specialist in maternal 
and domestic subjects; from Dec 
.17 to Feb 27 

HELSINKI . 

OPERA 

Finnish National Opera 
ret 358-9-403 021 
Anna Bolena: by Donizetti. 

‘ Conducted by Maurizio Barba cini 
. in a new staging by Jussi Tapola, 
with designs by Anna Kontek. 
■The title role Is sung by RDkka 
HakoJa/Cynttiia Makris; 

Dec 17, 19 ■ 

LILLE 

EXHIBITION 
Palais des Beaux Arts 
Goya: un regard libra. 
’SmalKscale exhibition which \ 
explores the range and 
pecutarities of the painter’s work. 
The 50 works on display include 
loans from around the world; to 
Mar 14 

LONDON 

CONCERTS 
Barbican HaH 
Tel: 44-171-638 B891 
. www.barbican.org.uk 
Candide: the Inventing America 
series continues with the London 
Symphony Orchestra, conducted 
by Kent Nagano, presenting a 
concert performance of Leonard 
Bernstein's 1955 musical; Dec 
18, 19 

EXHIBITION 


Royal Academy of Arts 
Tel: 44-171-300 8000 
The Au Bak Ung Collection: 100 
Masterpieces of Imperial Chinese 
Ceramics, 12th to 18th 
Centuries. Includes works from 
the Song, Yuan, Ming and Qing 
dynasties, which together provide 
a remarkable overview of the 
finest Chinese porcelains ever 
made; to Dec 20 

LOS ANGELES 

OPERA 

LA Opera, Dorothy Chandler 
Pavilion 

Tet 1-213-365 3500 • 

Fantastic Mr Fb* world premiere 
of Tobias Picker’s opera, '■ . ' j. ■ ; 
adapted from the story by./idaJd 
Dahl, with The libretto fetfjy . 
Donald Sturrock and. designs are 
by Gerald Scarfs. Cast includes 
Gerald Finley and Susanna 
Guzman as Mr and Mrs Fox; Dec . 
19,20,21,22 

MANCHESTER 

CONCERT 

Bridgewater Hall 

Tel: 44-161-907 9000 

Hal 16 Orchestra: performing 

Elgar/Payne’s Symphony No 3. 

Mark Elder conducts; 

Dec 17 

MUNICH 

CONCERTS 
Phffiiarmonfe Gasteig 
Tel: 49-89-5481 8781 
Munich Philharmonic Orchestra: 
conducted by Daniels Gatti in 
works by Berg, Wagner and 
Hindemith. With 


mezzosoprano Marilyn Schmiege; 
Dec 16, 17, 18 

NEW YORK 

EXHIBITION 

Brooklyn Museum of Art 

Tel: 1-718-638 5000 
Royal Persian Paintings: the 
Qajar epoch 1785-1925. Display 
of life-sized portrait paintings, 
manuscript illumination and 
decorative arts which were the 
specialities of this previously 
overlooked period of Iranian art 
history, to Jan 24 

OPERA ■ * : 

J^tmpolItan Oper^, Lincoln -. 

'Center- 

Tel:. T-212-362 6 000 
www.metopem.org 

* Die Zauberflfite: by Mozart 
Laura Aikirj, Matj^Ias^Goefntr and 
Franz-Josef.Selig make their Met 
debiit^Jhr'John Cox's production. 
Charles Mackerras conducts: 

Dec 17, 19 

• Lucia di Lammemroor. by 
Donizetti. New production by 

Nicolas Joel. Ruth Ann Swenson 
sings the title role and Carlo Rizri 
conducts; Dec 18 

PARIS 

EXHIBITION 
Grand Palais 
Tel: 33-1-4413 1730 
Gustave Moreau; more than 140 
works by the Symbolist painter, 
held In high esteem by his 
literary contemporaries. Includes 
studies and drawings as weH as 
oils, many of them depictions of 
historical and mythical subjects; 
to Jan 4 


OPERA 

Th&tire des Champs Etys6es 
Tel: 33-1-4952 5050 
The Magic Flute: by Mozart 
Jean-Ciaude M algo ire conducts ' 
and tiie staging is by Pierre 
Constant; Dec 18 

VIENNA 

OPERA 

Staatsoper 

Tel: 43-1-51444 2960 

Alda: by Verdi. Conducted by 

Viotti, with a cast including Olga 

Borodina and Maria Guleghina; ' 

Dec 16, 20 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received in 
Western Europe on medium wave 
618 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT; 

0&30: MoneyUne with Lou Dobbs 
13 l 30 : Business Asia 
19.30: World Business Today 
22.00: World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 08:20; 0920; 
1020; 11:20; 11:32; 1220; 13a); 
14:20. 

At 08 l 2Q Tanya Beckett of FTTV 
reports Five from UFFE as the 
London market opens. 
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Tripe in Europe 

"^ le Treasury is drawing up plans for British entry into Emu. Robert Peston considers 
whether real political changes lie behind this technical exercise 
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LETTERS TO[THE EDITOR 
Duty-free is the only single market 


From £LA Tucker. 

Sir. One® again the Wnmw 
cial Times has completely 
missed the point in the argu- 
ment over the .duty-tree 
trade: the absence of a genu- 
ine may fcpf in exris- 

able goods ("Duty-free 
whim”, December 9). 

The single market, prom- 
ised us a fostortionfree trad- 
ing environment We all 
recognise that this cannot be 
delivered overnight, but it is 
unedifying to be told by the 
European Commission (or 
Indeed the FT)tbat duty-free 
is an anomaly in a single 
market It would be If we 
had one hot we are entitled 
to ask: where after seven 
years is this single market? 

The so-called “single mar- 
ket” o ff ers us 15 different tax 
regimes, all of which in the 
case of Scotch whisky dis- 
criminate against us. The 
only genuine single market 


is la the duty-free shop 
Where there. Js no. tax dfc- 
crimination. Deliver -a genu- 
ine single market and- we 
win be far merefflfcely to go 
quietly on duty-free. 

There is another equally 
important points the' FT 
leader contemptuously • 

misses p rofi ts Cram duty-free 
shops being used to "subsid- 
ise” the costs of travel. Tea. 
this exercise keeps, faxes 
down: not only for travellers 
but for freight users as wdL 

Many parts of the UK are 
at the periphery of the BU. 
The cost of getting goods 
from these areas to the mar- 
kets of continental Europe 
already delivers a cast disad- 
vantage. If the of cross- 
ing the Channel Is apprecia- 
bly increased - which it will 
be - as a result of the loss of 
duty-free, it will sot only be 
travellers who suffer but aQ 
those who export succass- 


ftdfr again* severe competi- 
tion elsewhere in the EU. In 
other words, if the costs of 
transporting their goods to 
the ra&t of the EU suddenly 
place us at a competitive dis- 
advantage. aQ of us whose 
livelihoods depend on a via- 
ble and successful UK pic 
win lose ou t — - - 
Duty-free Is not simply a 
case of a bit of ftm for travel- 
lers from the UK Undoubt- 
edly it te a hit Jf fun ami 
popular, none the worse for 

that, despite the lofty 
approach of the FT to such a 
notion. Duty-free is an inte- 
gral part of.tiae UK economy, 
whose loss . will hurt us more 
than anyone else In Europe. 

&A. Tucker, 

director of pdbBo affairs. 
The Scotch Whisky 
Association, 

14 Cork Street, 

London WlX iPF. UK 


Subsidised fares are a gift to smugglers 


From Mr Simon Word. 

Sir. Your leader rightly 
points out the distortions 
caused by duty-free sales. 
Indeed, a continuance of the 
regime would represent a 
continued subsidy to the 
cost of travel. You might 
have gone on to comment on 
the irony of the way this 
subsidy nourishes the smug- 
gling of alcohol and tobacco 
into the UK. 

Subsidised cheap fares 
offered to cross-channel 


smugglers, allied to high 
excise duty rates in the UK, 
make the economics of 
smuggling ever more attrac- 
tive. Customs & Excise 
recently published its esti- 
mate of g overn m ent revenue 
lost to gmuggHng for 1996 as 
being £290m from alcohol 
and £lbn from tobacco, 
bizarrely claiming at the 

garr) n tirnp that “SffiUggHng 

doesn’t pay”. - 
R is economically illiterate 
for the. government to want 


to perpetuate employment 

anrt tax-wrecking wmvig fiiVn g 
by retaining duty-free. Your 
leader rigidly draws atten- 
tion to the shabbiness of its 
political opportunism in pos- 
turing accord with France 
and Germany on at least one 
taxation issue. ■ 

Stamm Ward, 

strategic affairs Erector, 

Whitbread, 

ChisweQ Street. 

London EC1V 4SD r UK - 


near-zero cost of borrowing 


T he British prune 
minister is a man 
of catholic tastes. 
He displays the 
same relish eating prosciutto 
and white truffles with con- 
tinental leaders as he does 
scoffing bacon and mush- 
rooms with rightwing tab- 
loid editors back home. 

But in the past few days 
Tony Blair has shown signs 
that he may be tiring of tra- 
ditional British fare. His 
rhetoric in support of the 
European Union ha$ become 
warmer. His criticism of 
Eurosceptism has became 
sharper, contemptuous even. 
“The lunatics have taken 
over the asylum" was how 
he characterised the EU pol- 
icy of the opposition Conser- 
vative party, which is hostile 
to further European integra- 
tion. 

Almost for the first time 
Alastaii Campbell, the prime 
minister’s spokesman, 
been li c e ns ed to attack influ- 
ential tabloid newspapers 
which have been running 
scare stories about the 
threat from the EU of higher 
taxes. 

And the UK has been put- 
ting into practice a more 
sophisticated diplomatic 
campaign to influence EU 
opinion than its rather crude 
grandstanding of a year ago. 
It is attempting to form ad 
hoc alliances with individual 
countries rather than lectur- 
ing them all about the great 
British model for a success- 
ful EU. 

As Mr Blair put it yester- 
day: “Alliances had to be 
built, on unemployment and 
economic reform issues with 
the Spanish, on tax with the 
Germans, on social policy 
with the Swedes, on defence 
with the French, on duty- 
free goods with the French, 
tha Germans and others." 

Against this background, 
the Treasury’s planning 
exercise about bow Britain 
might join economic and 
monetary union might seem 
like part of a wider and sub- 
stantial change in B ritain ’s 
approach to Europe. 

But the changes so far 
have been of presentation 
and management only - not 
of policy or substance. In 
particular, despite the Trea- 
sury planning, ' there has 


been no noticeable shift in 
approach to the one issue 
which more than any other 
determines the UK's rela- 
tionship with its EU part- 
ners: whether and when to 
participate in Emu. 

The official position is that 
sterling will join when five 
fairly general economic tests 
have been met The unoffi- 
cial position - which Mr 
Blair has never disclosed in 
public - is that he is deter- 
mined to take the UK into 
the single currency, proba- 
bly in 2002 or 2008. 

He describes this approach 
as “prepare and decide” and 
his close colleagues say it 
will not changed before the 
next general election, due in 
2002 at the latest but likely 
to take place in 2001. “The 
prime minister gets very 
jumpy when anyone sug- 
gests we should accelerate 
the decision [about when to 
jolnL” says one. 

But the pressure on Mr 
Blair to adopt a more posi- 
tive approach is likely to 
increase next year. "The 
more we dither, the harder it 
will actually be for us to join 
on the kind of timetable the 
prime minis ter wants." said 
a minister. 

One problem, cited by this 
minister, is that the govern- 
ment's “cowardice" on the 
euro has not been offset by a 
Strong pnheuro campaign by 
other public figures. Mr 
Blair bad been relying on 


MPs, business and trade 
unions to form a grand coali- 
tion to lobby for Emu. 
Although all these groups 
have recently been urging 
Emu membership more 
strongly, they are all reluc- 
tant to do what they per- 
ceive to be the government’s 
job. 

“I think we all feel that 
this is a case where the 
prime minister must ulti- 
mately take the lead." said 
one noted European cam- 
paigner. "Ultimately we feel 
he wfl) play us off against 
the rightwing tabloids and 
we wQl get nowhere. He has 
got to demonstrate his com- 
mitment." 

The feeling of pro- 
Europeans that they are 
being taken for granted has 
a second damaging ramifica- 
tion. Businesses are not pre- 
pared to invest more than is 
absolutely necessary to 
equip their businesses to 
cope with the launch of the 
euro next month. In practice. 
interna tional businesses are 
likely to be ready for a euro 
which does not indnde the 
UK but are spending little to 
prepare for the possibility* 
that sterling will be part of it 
soon. 

The biggest cost to Mr 
Blair is in the damage it 
does to what he sees as his 
European destiny, which is 
to export his “third way” of 
flexible labour markets, com- 
petitive taxation rates and 


investment in education and 

skills. 

His ria tm to be the modem 
Kohl. Adenauer - or possi- 
bly more appropriately - de 
Gaulle was spelled out In a 
speech given in London yes- 
terday, “My vision for New 
Labour is to become, as the 
liberal party was in the I9th 
century, a broad coalition of 
those who believe in prog- 
ress and justice, not a nar- 
row class-based politics but a 
party founded on clear val- 
ues,” be said. “Those of you 
who report beyond these 
shores know that It is stri- 
king a chord right around 
Europe." His “modernised" 
version of centre-left politics, 
he hopes, will triumph over 
more traditional forms of 
social democracy to which 
some leading European poli- 
ticians - most notably Oskar 
Lafontaine, the German 
finance minister - are still 
attached. 

For Mr Blair, ideological 
triumph in Europe is not 
just a hope, it it a necessity. 
As a senior government 
member said, the prime min- 
ister will only takp gafrg 
into a single currency if he 
believes the EU has aban- 
doned an ag pnria of pairing 
labour markets more regu- 
lated gwfl rigid pushing 
up tax rates. 

Mr Blair is convinced that 
globalisation will force the 
EU to deregulate and decen- 
tralise. But his colleagues 
concede they have no con- 
trol over the speed of Euro- 
pean conversion to Mr 
Blair’s way. 

“It is a classic dilemma,” 
said one. “If we were in the 
euro, we would be more 
likely to win the argument 
on tax and labour markets. 
But with us on the outside, 
Lafontaine and co can cany 
the debate in the opposite 
direction and that probably 
pushes off the date when we 
can jam." 

So next time the prime 
minis ter tucks into a eUTO 
feasti he should be aware 
that in Europe every bit of 
the pig is a delicacy. And his 
dining partners will want to 
see him eat the trotters - 
that is, sign up to the whole 
European project - before 
they are prepared to put him 
at the head of the table. 


Plaudits for a 


From Mr Alan McKay. 

Sir. May I suppose that the 
UK business leaders and 
City of London economists 
who applauded the Bank oT 
England’s monetary policy 
committee's decision to 
reduce the cost of borrowing 
for the third month in a row 
had already applauded the 
policy of the monetary 


authorities in Japan, which 
have long operated a near- 
zero cost borrowing? 

The only demerits of the 
Japanese policy seem to be 
the insolvencies of their 
banks and many of their 
banks' customers, a decline 
in their gras domestic prod- 
uct for an unprecedented 
fourth quarter in a row and 


the expectation of the Tokyo 
Stock Exchange that the 
profits of big Japanese com- 
panies will fall. by 21 per 
cent in the year to March. 

Aim McKay, 

Croft Farm, 

St Michael, 

Bungay, 

Suffolk NR35 USE. UK 


Taking rural 
politics out of 
the president 

Frvm A Warm Boyce. 

Sir, As a one-time student 
and resident of the L’K I was 
rather surprised at Gerard 
Baker’s article “President 


there is - some truth in tht 
concept that the sudden 
change in the President Bill 
Clinton’s fortunes b due to 
lack of strong leadership 
among the Republicans. 
Indeed I doubted that I 
would ever sec* a European 
journalist expressing tacit 
regret that Newt Gingrich 
was no longer in charge 

What Mr Baker seemed to 
tmes was the extraordinary 
arrogance with which Mr 
Clinton confronted the judi- 
cial committee. His con- 
tempt for the .si questions 
and the continued legalistic 
hair-splitting on straight- 
forward issues raised turned 
out to be the last straw. 

1 too believe that a strong 
censure from both houses is 
the most desirable outcome, 
hut having gained some tem- 
porary political currency 
because of the protraction of 
the independent counsel's 
investigation, Mr Clinton 
I and his hounds could out 
resist one more snarl in the 
■ face of the judicial commit- 
tee r-h»irir«m. 

It .seems that you can take 
the president out of rural 
politics, but you cannot take 
rural politics out of the pres- 
ident Eventually someone is 
going to say: "Enough!" I do 
not necessarily commend it. 
It is worth noting that the 
complete turn round 
occurred long alter Mr Ging- 
rich left the active scene. 
The committee was heading 
for a feir conclusion then Mr 
Clinton and his legal bounds 
chose the bully course. 

A. Warne Boyce, 

300 Fox Ch^el Road, 
Pittsburgh. 

Pennsylvania 13238-2331. 

US 


Number One Southwark Bridge, London SE1 9HL 
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The “End of Work’ Fallacy 


Bfhvujaiao K3JAS 


Globalisation and advances in infor- 
mation technology are spurring job 
creation, according to a new book 
from a Swedish think, tank. 

It’s a remarkable epoch we are living 
in. The creative powers of mankind are 
greater than ever before. Never have so 
many people improved their standard of 
living so radically la such a short time as 
in foe past two decades. But instead of 
acclaiming this global development break- 
through and seeing its possibilities, more 
and more people seem to be magnetised 
by all kinds of doom-mongers. 

The latest - but also the oldest - pro- 
phesy of doom announces the inevitability 
of a devastating demise of work. The spread 
of this idea in a Europe shocked by mass 
unemployment is today assuming alarming 
proportions, fuelling die rise of different 
kinds of DEberal political movements. This 
is why 1 derided to derate some time to 
scrutinising foe allegations fundamental to 
the literature on the “end of work? 

My conclusion ie that this genre rests 

on four assertions that can be summarised 

as follows; 

• Fbr the first time in history, growth 
is destroying more jobs than it creates, in 
a way that, eventually, will exclude the 
majority of foe world's population from 
the labour market. 

• The cause of this development is 
the technological transformation that sel 
in after the golden age of industrial society 
and full employment in foe 1960s. 

• The new jobs that still are bring 
created are iow-skilled and low-paid 

service jobs in economies that, like that 
of the United States, increasingly consist 
of -working poor? 

• Jobs are disappearing more rapidly 
in foe affluent world because capital and 
enterprise are migrating to countries where 

labour is cheap. 

This is foe base credo of the end-of- 
work literature. Now. what is the substance 


behind these ideas? Let me briefly review 
some of foe most baric facts in tius context 
Entirely contrary to the end-of-work 
thesis, global job creatioa during the last 
25 years has been extremely high. This 
holds true for both the developed coun- 
tries outside Europe and the most 
densely populated developing nations. In 
the USA. Canada, Australia and Japan, 
Never have so many 
rJ unproved their standard 
of living so radically in 
-■ such a short time as in 
the past two decades. 

employment has grown by more than 65 
million jobs since 1975. clearly indi- 
cating the home-made nature of the job 
crisis in foe highly regulated Western 
European economies. During foe same 
period a startling expansion of employ- 
ment has occurred in Asia, successfully 
absorbing a major part of what is the 
most dramatic growth of the employable 
population in world history - amounting 
to more than half a billion people! 

Now. what about technology gen- 
erating growth in joblessness? If this idea 
bad the slightest connection with reality, 
the USA and Japan, the two countries 
which have totally dominated IT deve- 
lopment. ought to be especially hard hit 
by (he job problem. But they aren't And 
what is more, in both countries, more 
jobs were created between 1975 and 1995 
than in foe twenty previous years in spite 
of a considerable decline in economic 
growth. This means that foe IT period 
has seen a substantial inrrease in foe job 
creation effect of growth, which is foe 
Opposite to what the end-of-work litera- 
ture is te fling us. 

But what about foe quality of foe 
new jobs created? The figures about foe 
American labour market tell us a quite 
different story from foe “trash-job-and- 


worlring poor" litany that we so often hear. 
Since. 1983, about 50 per cent of the new 
net jobs created in tbe UfL economy - more 
than 15 million - were in the managerial 
and professional sector, and adding the 
medium-skilled occupations, the figure rises 
to over 80 per cent. Furthermore, around 
70 per cent of the new net jobs were in 
occupations remunerated above the 
median Income for all folWrae employees- 

Finally, if the idea of a threatening 
global displacement of capital and enter- 
prise towards cheap labour holds true, 
the industrialised nations ought to have 
experienced a dramatic fall in their share 
of world exports over the past fifteen 
years or so. But nothing like this has 
happened. What we instead can observe 
is an increase of this share! 

As we can see. foe end-of-work 
credo has hardly any connection with 
reality, based as it is upon a series of 
fallacies- These fallacies, ruthlessly ex- 
ploiting European mass unemployment 
and our natural fears in tbe midst of 
an epoch-making process of change, are 
poisoning the minds of too many to be 
allowed to go unanswered. 

M— rl el n Roto f»i— rkjn.i ijnS, ih In ui I to ■■inifcm 
profraaor of cnmoMle biMor 7 at Land Uilmiiif, 
Smdn, aad Itcattf at Viable, 

■ Stockholm- bated markat liberal think link 
(tatpj/f mmw li nrfnu nun ). Thto article to baaed an hto 
book Vatarr on a rtret a fita (TUtobra, I9S8J, ohieb 
wifi ba paMtohed to EofUab ,to tbe iprtng of 1999 M 
Ktttasiun Own (Social Market B— toto/ Wtorat 
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Seeds of self-destruction 

Over-regulation is stifling biotechnology in Europe. More legislation is likely to kill a 
budding industry which offers great health and economic benefits 


E urope's biotechnol- 
ogy policy is in 
trouble. Politicians, 
suspicions of 
genetic engineering and fear- 
ful of public opinion, are 
abandoning science-based 
rationality in law-making 
and regulation. The huge 
opportunities offered by 
modern biotechnology are 
being squandered in Europe. 

- Modem biotechnology 
applies the recent and con- 
tinuing surge of new know- 
ledge about the structure 
and functioning of all living 
things. It threatens neither 
priests nor princes. But such 
innovations need encourage- 
ment, and the signals in 
Europe are set at amber or 
red. 

Our new-found abilities let 
us read, edit and modify the 
3.5 billion-year old data 
tapes, written in the code we 
call DNA, at ever-declining 
cost. The implications are 
profound and permanent; 
Europe's regulatory 
responses short-sighted and 
damaging. Bioinformatics 
and genomics are here to 
stay; tbe knowledge mill will 
not stop grinding, and what 
it produces is irreversible, 
pervasive, - and, thanks to 
the internet, globally avail- 
able. - 

Two pitfalls — one Euro- 
pean, one of global Import - 
bedevil the near-term politi- 
cal agenda. The main Euro- 
pean Union directive on 
“genetically modified organ- 
isms" (GMOs in the jargon) 
was adopted in 1990. in the 
teeth of warnings by scien- 
tists, Industrialists and oth- 
ers that it would retard the. 
development of biotechnol- 
ogy in Europe. The regula- 
tory bureaucracies created 
then have captured ground 
from all the sectors, where 
modem biotechnology finds 
application and will not 
lightly relinquish it. An 
amendment currently before - 
the European parliament 
and council seeks to consoli- 
date their reach. Central to 
their case, is the pretence 
that modern biotechnology 
differs In some mysterious 
way from the “traditionally 
modified organisms” 
(so-called TMOs), such as the 
hybrid strains of wheat or 
rice which, have been avail- 
able for generations. ' 

The second pitfall is the 


so-called Bio-Safety Protocol 
being negotiated undo: the 
UN Convention on Biological 
Diversity. Tbe proposed pro- 
tocol is likely to delay tech- 
nology transfer, block world 
trade and imperil health and 
food security for millions. 
Expertise and experience 
have been ignored in favour 
of political posturing: Only 
the US and a few agricultur- 
al-exporting countries are 
resisting this folly, which 
will be voted on at a final 
session in Cartagena, Colom- 
bia in February. 

Developments in Europe 
are equally alarming. During 
its presidency of the Euro- 
pean Union, tbe UK organ- 
ised a round table on “Bio- 
technology: Looking 

Forward". Three of the four 
sessions focused on con- 
sumer dialogue, regulations 
and ethics; a few voices 
noted that Europe was 
becoming an importer, not a 
producer, of new products, 
such as the 11 biotechnology 
products approved last year 
by the European Medicines 


tbe agenda for reinforcement 
rather than elimination. 

The safety arguments 
about recombining DNA - 
“humans playing God" - 
have been running for a 
quarter of a century. There 
is a case for monitoring 
innovations to assess conjec- 
tural risks. This was done 
both in America (the 1976 
guidelines of the National 
Institutes of Health) and 
Europe (the 1982 Council 
Recommendation on DNA 
safety) in the early years. By 
1988 the western consensus 
was that safety assessment 
for genetically altered crops 
could use essentially the 
same approach used for 
crops altered in the tradi- 
tional way, by selection and 
evolution. We have long-es- 
tablished systems for manag- 
ing the related risks. That is 
why the US and others 
derided to handle these inno- 
vations under existing stat- 
utes; a derision they have 
not regretted. 

These arguments were 
accepted by the European 


As Rachel Carson demanded in 
Silent Spring, we need agricultural 
solutions based on a deeper 
understanding of biological 
organisms and systems 


Evaluation Agency (EMEA). 

Stefano Micossi, former 
EU director-general for 
industry, praised the work of 
arm's-length agencies such 
as EMEA and contrasted it 
with the “paralysis" pro- 
duced In other sectors 
affected by the European 
directive on genetically 

altered crops; (Nq9Q/2W). 

The 90/220 procedure - 
"Catch 220" - undermines 
public confidence, needlessly 
duplicates existing regula- 
tions. generates pointless 
trade disputes and is -causing 
grave and increasing dam- 
age to the competitiveness of 
European agriculture and 
industry. By delaying or pre- 
venting the development and 
introduction of safer and less 
polluting products, it harms 
health and the environment. 
OrigmaEy billed as a “stop- 
gap" measure, it is now an 


Commission, arid remain 
official policy; but from 1986. 
some member countries 
made diverse nati onal laws. 
The logic for community- 
wide harmonising legisla- 
tion, at least on a stop-gap 
basis, seemed plausible. This 
initiated a . slow-motion 
catastrophe, in Europe and 
beyond. • 

It engendered self- 
perpetuating and overlap- 
ping regulatory empires, 
complete with attendant 
camp followers: NGOs with a 
talent for posing "What iST 
questions faster than 
.research can supply 
answers. The adverse impact 
goes far beyond the compe- 
tence or understanding of 
environment ministers. 

.At the recent EiiropeBio 98 
Congress in Brussels - the 
annual bash of Europe’s bio- 
industries - ‘the major seed 


companies were vocal 
their concern. The stigmz 
ation of precision moiea 
technologies, and the imp 
tion of a burdensome adc 
istrative process, cres 
huge costs, delays ; 
uncertainties. These st 
innovation in Europe ; 
deter or eliminate sma 
firms. The much-vaun 
“precautionary princij 
becomes an excuse for Igi 
tog the greater dangers 
inaction and current uni 
tamable practices. 

Tbe attainment of dec 
health and nutritional si 
dards and the reversal of 
degradation of our plane 
going to require magim 
effort to the application ; 
adaptation of the new kn 
ledge- As Rachel Car 
demanded in Silent Spr 
(1963), we need agriculti 
solutions based on dee 
understanding of biologi 
organisms and systei 
understanding scientists 
now delivering in ab 
dance. 

In a recent Organisat 
for Economic Co-operat 
and Development forum. 
International Food Pol 
Research Institute wan 
that “public pressure 
western Europe is likely 
move governments to ini 
duce legislation that \ 
constrain or prohibit i 
utilisation of the opporti 
ti® offered by genetic ei 
neerfog . . . should such le: 
lation spread within west 
Europe and to the rest of 1 
world, including develop 
countries, the consequen 
for food security and nu 
tion could be severe". 

For Europeans, howevei 
lack of flexibility in the v 
new knowledge can be u 

and an over-emphasis 
risk and uncertainty br 
serious consequences: i 
loss of young researchc 
little investment in inno 
non, rising unemploymi 
and too much talk to i 
Point where it becomes, i 
a preparation or accomps 
ment to action, but its s 
5titute. Biotechnology ofl 
more solutions than pr 
lems: it deserves a bet 
welcome, 

Tfte author tcorhs at 
European Commission 
writes ft ere in a perso: 
capacity ^ rso) 
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Rising to Asia’s 
challenge 


T "° separate developments 
yesterday underlined how rela- 
tions between nations have been 
strained by the Asian crista 

in Hanoi, the annual summit of 
the Association of Southeast 
Asian Nations, opened amid dear 
differences on how to proceed. In 
Japan, Kiichl Miyazawa, Wn»n «> 
minister, delivered a well-flagged 
speech that was critical of OS 
and International Monetary Fund 
prescriptions. 

In different ways, both under- 
line the Leadership vacuum that 
has beset Asia in the wake of the 
crisis. Asean was once a powerful 
force on the regional scene, aim- 
ing to be a counterweight to the 
forces of China and Japan. Now 
its muscle has withered as its 
members deal separately with 
economic crisis and some of 
them, notably Malaysia and 
Indonesia, struggle with their 
own interna] political problems. 

Mr Miyazawa’s speech is 
another reminder that the Japan/ 
US relationship, traditionally the 
most robust alliance in the 
Pacific, is not immune from 
stress. Indeed in the trade area, it 
has been sorely put to the test by 
the row over fisheries and for- 
estry at the recent Asia-Pacific 
Economic Co-operation forum 
summit in Kuala Lumpur, a 
meeting in which the US distin- 
guished itself by a weak all-round 
performance. 

This lack of international cohe- 
sion and leadership is worrying 
because, contrary to the view of 
some stock market investors, the 
Asian crisis is far from over. 

■ ' Admittedly currencies have 
stabilised, interest rates have 
fallen, reserves have been rebuilt 
and the balance of payments 
restored to healthy surplus. But 
governments have barely begun 
to address the more serious 


underlying issues of the debt 
overhang, banking reform, corpo- 
rate governance and efficient, 
impartial regulation in areas 
sudh as competition policy. That 
requires leadership, not drift into 
indifference and fractiousness. 

Keizo Obuchl, Japan’s prime 
minister, will make the point 
today when, in an address to the 
Asean meeting, he calls for eco- 
nomic revitalisation, support for 
the socially vulnerable and 
enhanced dialogue on economic 
and other policy issues. Whether 
this will be translated Into collab- 
orative action is aw qthw matter. 

The chances of Asean rebuild- 
ing its strength look «lhn in the 
short term as the domestic preoc- 
cupations of its members are sim- 
ply too -great But the summit 
could at least sow the seeds of 
recovery by resolutely turning its 
back on trade protection and 
agreeing that at least in the area 
of economic policy, members can 
longer afford to be so fastidious 
about not interfering in each oth- 
er's internal affairs. Peer pres- 
sure must be given greater rein. 

A much greater obligation 
resides with Japan, it is inher- 
ently stronger than Asean, but 
its long-standing reluctance to 
address its own fragile economy 
risks unleashing shocks that 
could derail a broader recovery. 

Mr Miyazawa 's words yester- 
day and those planned by Mr 
Obuchi today are fine if they 
mean Japan is prepared to 
address its own financial and cor- 
porate restructuring challenge as 
well as put serious new ideas on 
the table for dealing with the cri- 
sis and reshaping the world mon- 
etary system. They are bad if 
they are a front for further dith- 
ering on adjustment and an 
excuse for blaming others for 
Aria’s co ntinuing troubles. 


Eurosense 


The newly robust stance adopted 
by Tony Blair in' defence of 
Britain’s place in the European 
Union is wholly welcome if some- 
what belated. Britain's debate 
has been conducted for far too 
long on terms set by the Euro- 
sceptics - terms which see the 
Union as a wicked foreign con- 
spiracy to do the nation down. 

By forcefully asserting the fun- 
damental national interests - 
political and economic - which 
bind Britain to its continental 
European partners, Mr Blair is 
stepping out of the shadow of his 
previous timidity. As he 
remarked in his report of the 
Vienna summit, there is little 
point in being in the EU “if we 
always treat the rest of Europe as 
something that is done to Britain 
rather than something from 
which we can get an advantage". 


The prime minister's further 
acknowledgment that there are 
areas in which both Britain and 
Europe can benefit from closer 
integration is similarly refresh- 
ing. Too many British prime min- 
isters have felled to understand 
that integration is a contmmng 
process rather than a random 
series of isolated events. 

This is the context in which 
Britain must, see next month’s 
historic launch of the euro. And 
herein Ses the warning for Mr 
Blair. If Britain is to join at the 
earliest sensible opportunity, as 
it should, the case must be made 
with relentless fores and consis- 
tency. And, as the Treasury’s lat- 
est assessment of the. timescale 
between a decision and entry 
underlines, Mr Blair’s govern- 
ment must start making it now. 


Nigeria’s test 


. -Wl ' 
. \ 


In rather less than six months, 
the mood in Nigeria. Africa's 
most populous country and for 
decades one of Its 'worst' ruled,, 
has been transformed. Since the 
death of Sani Abacha. the previ- 
ous military dictator, the pros- 
pect of a return to democratic 
rule has become a reality. Last 
week's local government elec- 
tions demonstrated a genuine, 
popular support for the process. 
But the problems to be sur- 
mounted in that transition are if 
anything getting greater. 

The economy, overburdened 
with foreign debt accumulated 
from excessive imports in the 
days of high oil earnings, has 
been rocked by the slump in the 
oil price. The institutions of gov- 
ernment have been undermined 
by years of arbitrary military 
rule and corruption. 

The latest blow to the fragile 
transition process launched by 
Abdu lsafami Abubakar, the new 
head of state, could be crippling. 
Long-suffering residents of. the 
country’s’ main oil-producing 
region in tile Niger delta have 
warned that they will sabotage 
production’ unless a fair share of 
export receipts is spent in their, 
neglected r^fon. 

Gen Abubakar is In an invidi- 
ous position. He remains commit- 
ted to a handover to dvihah role 
in May. after presidential elec- 
tions in February. But this time- 
table leaves him presiding over 
'What is no more than an interim 
adminis tration.' in 'power, but 
without a policy. 

instead of promptly tackling 
some pressing reforms, such as 
abolishing the ’two-tier exc ha ng e 
rate, he has made the return of 
democracy his prime objective. 
That , is not enough. With only 
weeks before the presidential' 
poll. Gen Abubakar is under- 


standably reluctant to initiate 
radical measures, but he may be 
unable- to avoid them. Not least 
he must make urgent efforts to 
tackle the plight of the peoples of 
the ofi-pEodudng areas. ■ 

. " Their grievances were first 
brought to International atten- 
tion when Gen Abacha executed 
Ken Saro-Wiwa, the minority 
rights activist, and eight col- 
leagues who had demanded a 
fairer share of oil revenues for 
their Ogoni community. The cur- 
rent protests are led by the much 
larger Ijaw gr o up. National oil 
. production of more than 2m bar- 
rels a day has already been cut 
by mQOO.; 

Failure to .develop the Niger 
delta is glaring. Bayelea state, 
which produces close to one-third 
of Nigeria's crude oil production, 
boasts only one functional petrol 
pump. Environmental controls 
are hopelessly inadequate. - 

Gen.Abubakar should launch a 
crash' p ro g ra mme to attend to the 
region’s. baste needs. Involving 
both the state-owned Nigerian 
National Petroleum Company. 
Royal Butch/Shell (the largest 
foreign operator in the country) 

- arid Us other minority partners. 
This would be doing no mure 
than putting into effect the new 
constitution, which provides for 

- an; increase in funds for the oil- 
producing areas from 3 to -13 -per 
cent of ofl revenues. 

But he needs to go further. 

- Nigeria's oil industry will never 
serve the whole country- rather 
than Just its ruling elites, until it 
has been taken, out of their 
hands. Gen Abubakar should 
start to blaze the trail towards 
privatisation to give a dear lead 
to bis civilian successors. The 
plight erf the peoples of the Niger 
deha is a testimony to the failure 
of state control. 


The equity puzzle 

Wall Street has proved extraordinary resilient in the past two months. But paradoxically, says 
Martin Wolf, this can continue only if investors accept far lower returns in future 


I t has become an article of 
faith for a generation of 
westerners that the best 
place to put their money is 
in equity markets. Yet only a 
minority of investors can consis- 
tently enjoy superior perfor- 
mance: those luckier or better 
informed than the majority. Once 
eveiyone believes in the “cult or 
equity", the creed wiD no longer 
be true. The potential for outper- 
fonnance will have vanished. 

Historical experience seems to 
justify the superiority of equities. 
In his influential book. Stocks for 
the Long Run (McGraw Hill, 
1998). Jeremy Siegel of the Whar- 
ton School notes that US stocks 
have returned a healthy 7 per 
cent a year over 'inflation, on 
average, for the past two centu- 
ries. Amazingly, between 1926 
and 1997, US stocks outperformed 
bonds by 7 percentage points. 

UK equities have also outper- 
formed bonds by some 6 percent- 
age points since 1918. Again, 
between 1970 and 1997, equities 
gave better returns than bonds in 
all important markets: the differ- 
ences were 6 percentage points in 
the Netherlands, 4.7 percentage 
points in France, 4.4 percentage 
points in the US and UK, 2 per 
centage points in Japan and 1.6 
percentage points in Germany.* 
Several Investment gurus have 
used this experience to argue 
that equities have been "too 
cheap": shares have offered 
returns greater than can be justi- 
fied by the risk of holding them. 
From this they also conclude that 
current valuations, high though 
they may be by historical stan- 
dards, are . in fact reasonable. 
After two centuries of exagger- 
ated caution. Investors have sim- 
ply come to their senses. 

This highly convenient theory 
provides a justification for the 
current extraordinarily high val- 
uations, on virtually any histori- 
cal measure. Wall Street has 
regained all the ground it lost 
during July and August, putting 
the trailing price-earnings ratio 
for the Standard & Poor’s Com- 
posite 500 at 31, a historic high 
(see chart). Asia may be crumb- 
ling and Latin America stumb- 
ling. But tor bears the. perfor- 
mance of western stock markets 
has, yet again, been humbling. - 
The question then is whether 
those historic gaps between real 
returns on equities and bonds 
can indeed justify current valua- 
tions. particularly those in the 
all-important US equity markets. 
The answer is “almost certainly 
no". But if those valuations can 
be justified, that also means 
lower returns in future because 
the risk premium has shrunk. 

Paradoxically, therefore, the 
only way to justify the exception- 
ally high returns on equities of 
the past 15 years, shown in the 
chart, is to accept that the future 
returns will be lower than nor- 
mal. Only then can current 
prices be sensible. If returns are 
to be in line with historic experi- 
ence, however, equity prices 
must first tumble. 

The gap between returns on 
equities and bonds is commonly 
called the equity risk premium. 
This is a bit of a misnomer since 
what we observe is certainly not 
what people initially expected 
and desired - it rarely is. The 
notion of a risk premium applies 
to expectations, not outcomes, 
the two coincide only if what 
occurred was what was expected, 
to practice, this is quite unlikely. 

In an excellent forthcoming 
paper. Sushi Wadhwani of the 
Tudor Investment Corporation 
suggests therefore that the 


Hie US equity market is flying high 

Equity returns have soared a the 19 Ws and 1990’s .. . 
Real retail an US equtm over various sub-periods. Compound return 


as equity risk has fallen . . . 
Equity rtjK premium over 30-year period 
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desired premium in the US was 
only about 4 percentage points 
over the 1926-97 period, not the 7 
percentage points actually 
observed.** This adjustment 
helps make current valuations 
seem sensible, though not 
enough. 

Economists often approach the 
question of what valuations 
should be using some thing called 
the dividend discount model. 
This states that the dividend 
yield, plus the expected steady 
state growth of dividends, should 
equal the real interest rate on 
safe assets, plus the equity risk 
pr emium. With assumptions on 
the first three, an implicit value 
can be derived for the last 

Mr Wadhwani's best guess for 
the premium implied at present 
is a mere 1.7 percentage points. 
(TTiis assumes a dividend yield of 
2.6 per cent when adjusted for 
share buy-hacks, a dividend 
growth rate of 22 per cent and a 
real interest rate of 3.2 per emit) 
The implied premium could well 
be far lower under perfectly plau- 
sible assumptions. But even this 
is evidently much smaller than 
the estimated desired level (4 per 
cent), let alone the historic per- 
formance of 7 per cent. 

The apparent conclusion is that 
the market is chronically over- 
valued. Some analysts reject that 
because they have a strongly 
held belief that there should be 
little, if any, risk premium. Over 
any extended period, they argue, 
stocks are no riskier than the 
alternatives. In essence the argu- 
ment that current values are jus- 
tified rests on the concomitant 
belief that people have finally 
woken up to a long-standing real- 
ity. 

There are several excellent rea- 
sons for not believing this. 

First, as Mr Wadhwani points 
out. there are good reasons for 
thinking equities are riskier than 
bonds, let alone cash. Particu- 
larly in the low-inflation world 
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that analysts increasingly rely on 
to justify current high market 
valuations, equities are certainly 
riskier than bonds since inflation 
is the biggest risk the latter face. 
Note also that most equity hold- 
ers are middle-aged or older, and 
have correspondingly limited 
time horizons, to the extent that 
they are investing for their own 
retirement. These people cannot 
Ignore the substantial medium- 
term volatility of equity prices. 

Second, survey evidence 
strongly suggests that many US 
private investors are expecting 
unbelievably high future returns 
of over 20 per cent not the lower 
returns implied by the theory. 
Furthermore, most pension ftmds 
and. for that matter, proponents 
of social security privatisation 
seem to assume real returns of 
9-10 per cent, not the 4-5 per cent 
implied by current dividends and 
likely rates of profit growth. 

Third, if this story were cor- 
rect, equity would be cheaper 


It is not that people 
expect lower returns 
in future but they 
expect high past 
returns to continue 


than before, relative to bonds. 
Thus one would have expected to 
see the substitution of equities 
for debt as the chosen method of 
corporate finance. In aggregate 
this has not happened to the US. 
Indeed, one could argue that US 
corporate finance has become 
riskier, by substituting debt for 
equity, just as the theory sug- 
gests the equity risk premium 
has collapsed. There Is something 
wrong here. 

Fourth, for the US corporate 
sector as a whole the cost of capi- 


ta] and the return on it should be 
equaL Thus if the cost of equity 
is lower than ever before, so 
must the return be. But it is a 
favourite belief of Wall Street 
that the return on capital is now 
permanently higher than it used 
to be. Note that this is inconsis- 
tent with the view (also wide- 
spread on Wall Street) that the 
cost of capital is now perma- 
nently lower. One can believe in 
lower costs of capital or higher 
returns on capital, but not in 
both at the same time, at least 
not as a proposition about the 
long run. 

There are, therefore, funda- 
mental reasons for doubting the 
proposition that what is driving 
the market is indeed a fundamen- 
tal re-evaluation of the riskiness 
of equities. Perhaps aware of 
this, many analysts rely on ad 
hoc explanations instead. 

They note, for example, that 
low inflation tends to raise equity 
valuations, perhaps because it 
lowers macro-economic risk and 
improves the quality of corporate 
earnings. But as Mr Wadhwani 
again notes, low inflation has not 
done much for Japan. It did not 
do much for the UK between 1700 
and 1939 either, he argues. There 
is, above all. no fundamental eco- 
nomic reason why low inflation, 
which is to do with nominal or 
monetary values, should have a 
large and permanent effect on 
equity valuations, which concern 
real magnitudes. 

Also important in underpin- 
ning valuations have been some 
startlingly optimistic earnings 
forecasts. There is now a severe 
recession in about a quarter of 
the world economy and strong 
deflationary pressures world- 
wide. Shares of profits In US 
gross domestic product are also 
already close to the levels 
reached in the mid-1960s, having 
doubled since the early 1980s. Yet 
the consensus forecasts for 
growth in corporate earnings 


over the next two years are 17 
per cent and 13.5 per cent, respec- 
tively. Anything is possible but 
who can seriously believe this in 
a fully employed economy with 
an underlying growth rate of no 
greater than 3 per cent in real 
terms and modest inflation? 

The conclusions are simple 
enough. It is conceivable (if 
highly unlikely) that the desired 
equity risk premium has fallen to 
unprecedentedly low levels. If 
true, this also means that pro- 
spective returns on equities and 
the cost or equity frudlng are far 
lower than in the past: 4-5 per 
cent real returns in the US (and 
UK) would seem about right. 

Alternatively (and far more 
plausibly), this is a great big bub- 
ble. If so. what has blown it up is 
the experience of extraordinarily 
high returns over 15 years. These 
returns were produced by a 
return to normality on inflation 
and shares of profits In GDP and 
were further multiplied by the 
rising values placed on the 
improved underlying earnings. A 
generation has learned that it is 
always right to be in the market 
This is the explanation for the 
extraordinary resilience of mar- 
ket values. It is not that people 
now expect lower returns in 
future, but that they expect a 
continuation of the extraordi- 
narily high returns of the past 

Whether one buys the market, 
or sells it. depends above all on 
where one stands on a relatively 
simple question: do investors 
expect a continuation of the last 
15 years of exceptional perfor- 
mance or a massive reduction in 
returns? If your answer is the 
first sell. 

*Equity-Gilt Study 1998, Barclays 
Capital 

**The US Stock Market and the 
Global Economic Crisis, Sushil 
Wadhwani, National Institute 
Economic Review, London, forth- 
coming 
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There’s no 
place like home 

Plenty of flag-waving as 
presidents and prime ministers 
gather In Hanoi for the 
Association of Southeast Asian 
Nations summit Even finding a 
bed In the Vietnamese capital 
has turned into a parade of 

patriotism. 

South Korea’s Kim Dae Jung 
and his entourage are bedding 
down at the Hanoi Daewoo 
Hotel Japan’s Keizo Obuchi has 
opted for the Hotel Nikko. 
Singapore's Goh Chok Tong is at 
the M situs Westlake - built with 
investment from Singapore- 
based FHdemco - while BJ 
Habibie of Indonesia favours the 
Hanoi Horison, built by 
Jakarta-based Ciputra and FT 
Metropolitan. 

Thailand’s Chuan Leekpai even 
found fens on Monday to preside 
over the official opening of the 
Thai-backed Meta Hanoi, a 
monstrous skyscraper in Hanoi's 
historic centre. Only Malaysia’s 
Mahathir Mohamad is left out n 
the cokJ: the Hanoi Sheraton, 
owned by his country's Renong 
group, was completed last year. 
But it never opened and is now 
up for sale. 

Come fly with me 

Chilean airlines hasn’t heeded its 
government's call to suspend 
flights to the Falkland islands. 
The fly-boys are, of course. 


outraged at Britain's decision to 
allow extradition proceedings 
against former president August© 
Pinochet. But the South Atlantic 
route is a nice little earner. 

Neither LAN Chile, which has a 
weekly scheduled flight to the 
British-owned archipelago, nor 
small charter company DAP are 
planning to suspend flights - at 
least during the profitable 
southern hemisphere summer. 
LAN's decision is especially 
embarrassing for right wing 
presidential hopeful Sebastian 
Piftera, who's strong on national 
dignity and also a major 
shareholder. 

Pinochet himself won’t be ■ 
pleased when he finds out, 
though the general would be well 
advised to take a commercial 
airline if he’s ever free to return 
to Santiago. His Chilean airforce 
Boeing 707 left London without 
him on Saturday after weeks of 
standing ready on the tarmac. It 
was back on British sal within an 
hour. Another seizure for the 
plane known in airforce circles as 
“Little Cramp*. 

Vodicka on ice 

The abrupt departure of Hermann 
Vodicka from Cfba Specialty 
Chemicals isn’t a complete 
surprise. The 56-year- old chief 
executive's nose was put out of 
joint when he discovered that 
therewouid.no longer be a job 
for him after the Ciariant/Ciba 
merger. The deal has been called 
off but Vodicka decided to quit 


anyway, now that he knows what 
Rolf “the Ram" Mayer, Cfba’s 
hard charging chairman, really 
thinks of his managerial talents. 

C tenant must be praying that 
its own chief executive 
53-year-old Kari -Gerhard Seifert 
doesn’t go the same way. Like 
Vodicka he had been passed 
over for the top job in the 
enlarged group; Reinhardt 
Handte, 52, one of his 
subordinates, had been fined up 
as chief operating officer. The 
question now is whether Handte 
will be prepared to play second 
fiddle once again to Seifert? 

Back at Ciba, the biggest 
surprise is that chairman Meyer, 
55, foe driving force behind foe 
aborted merger, has emerged in 
an even stronger position from 
the debacle by stepping Into 
Vodicka's shoes. 

In the glasshouse 

As Washington braces for 
tomorrow’s historic impeachment 
debate, Republicans are 
franticaffy trying to round up 
every vote. But Jay Kim of 
California, who made Wstory by 
becoming the first member of 
Congress to be required to wear 
an electronic ankle bracelet as 
part of a court-ordered 
punishment for campaign finance 
violations, is missing. 

Kim, who lost his seat in this 
year’s primaries and loses his 
place in Congressional ranks at 
foe aid of foe month, shut up his 
office last week and has not 


been seen since. The disgraced 
representative told a judge he 
hoped to become a talk show 
host in South Korea. Party 
members are hoping he can be 
tracked down to pass judgment 
on the president 


High orbit 


Goodbye Luton, hello Saturn. 
Cynthia Trudeti has spent the last 
three years in deepest 
Bedfordshire, a few miles outside 
London, building Frontera 
mud- busters for General Motors. 
From January foe clever 
Canadian will be moving to the 
space age surroundings of GM’s 
plant at Spring Hill, Tennessee. 
Her elevation to head foe group's 
Saturn cars subsidiary is notable 
in an industry where top women 
executives are as rare as cars 
fuelled by pig manure. 

Trudell, 45, slid into the 
Industry as a chemical process 
engineer at Ford after gaining a 
doctorate in physical chemistry. 
Since then she’s won a 
reputation as a tasty achiever, 
despite an easy-going manner 
that’s more Nova Scotia than 
Detroit, But GM’s touchy feely 
Saturn subsidiary - which 
revolutionised US car retailing by 
moving to "no haggle” deals - 
will be a handful even for the 
able MsTrudefl. Annual output is 
already 10 times that of Luton, 
with an expansion of the Saturn 
model range to come. Time for 
some hard driving. 


100 years ago 

Indo-Chinese Railways 
Paris, 15th Dec. The Chamber 
to-day had under 
consideration the loan of 
200.000.000f for the 
construction of railways in 
Indo-China. Urgency was 
demanded and agreed to for 
the measure. M. Piichon 
declared that the Right were 
opposed to the proposal 
because France had no 
interest in undertaking such 
works. M. de Casagnac, 
interrupting, said: “Let us keep 
our money for casting cannon 
and build big ships." M. 
Doumer, Governor of 
Indo-China. observed that 
Indo-China did not ask France 
to make any sacrifice. He 
declared that Indo-China 
would contribute to the wealth 
and power of France (Cheers). 

50 years ago 

Russo-ttalian Pact 
Rome, Dec. 15. As a result of 
talks which have been in 
progress in Moscow since 
August 12, an agreement 
between Italy and the U.S.S.R. 
regarding reparations end 
trade was signed in Moscow 
on December 11. Under the 
agreement Italy delivers 33 
warships. Aft Itatan property in 
Rumania, Hungary and 
Bulgaria goes to Russia in 
part-payment of reparations. 
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Real crunch 


A month after a $4lbn support package 
was agreed with the International Mone- 
tary Fund, Brazil’s stability is once more 
at Issue. Confidence in the government’s 
ability to implement its austerity pro- 
gramme has been dented and the econ- 
omy is slipping into recession. Capital 
flight is ranflTmiTig anri the stock market 
has dropped a fifth tn four weeks. 

Interest rates remain the key. Though 
down to 32 per cent, most economists 
argue the government will struggle to 
reduce them much below 20 per cent - 
With 6-7 per cent reflecting the cost of 
money, 7-8 per cent compensating for the 
Real's sliding peg and <k5 per cent for 
Brazil's risk pr emium. With monetary pol- 
icy that tight, it is hard to see the econ- 
omy returning to growth. And the govern- 
ment will find it tough to close its 
yawning fiscal deficit since its R$360bn 
($300bn) of largely floating-rate debt will 
remain very expensive. 

There are two “nuclear” options to force 
down rates. One Is a devaluation, which 
would help reduce the fiscal gap and 
could perhaps be controlled, given Brazil’s 
more than $70bn of foreign exchange 
reserves and IMF money. But it would not 
solve the debt problem and risks reignit- 
icg inflation. The other is debt restruct- 
uring. Since most of the domestic debt is 
held by domestic institutions, the govern- 
ment could probably force them into it, 
though more mobile savings would surely 
flee abroad. Neither is exactly palatable, 
but Brazil is running out of alternatives. 

Deutsche Bank 

Deutsche Bank has attracted consider- 
able flak for its acquisition of Bankers 
Trust But the deal may at least have 
spurred Deutsche into sorting out its 
DM40bn portfolio of industrial holdings. 
Nothing as vulgar as outright sales seem 
to be an the cards and, in the light of the 
swingeing capital gains tax these would 
attract, this is understandable. But hiving 
its stakes off into a separate vehicle is 
stOl a good move and should set other 
German companies thinking. 

It brings more transparency to the 
bank’s core operations. And assuming the 
vehicle is kept at arm's length, it greatly 
reduces the risk of conflicts of interest 
that may arise from its dual role as 
banker to and investor in corporate Ger- 
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many. Furthermore, there Is the hope that 
th£se holdings will be more actively man- 
aged. While it is far from ideal that inves- 
tors in Deutsche involuntarily bold indi- 
rect stakes in other companies, at least 
this quasi-investment trust arm should 
clearly be run to maximise returns. There 
is surely a greater chance of this happen- 
ing irndor Deutsche's new plans. 

Of course. Deutsche's real problem is 
finding some way of unwinding these 
shareholdings with a minimal tax hit Its 
high profile makes this a political hornet's 
nest. But separating out the industrial 
holdings may end up being an important 
first step if some clever tax wheeze is ever 
devised. 

UK and Emu 

Any confirmation of the UK's path 
towards joining European economic and 
monetary union obviously strengthens 
the “convergence” story for UK interest 
rates and the currency. Ten-year UK gov- 
ernment bonds are the clearest benefi- 
ciary. The gilt spread over German bunds 
has already more than halved, to less 
than 70 basis points, since the UK general 
election in May 1997. In the past few 
weeks, the gilt yield - now Isgs than L5 
per cent - has dipped below that of US 
Treasuries. Further convergence would 
confirm that gilts have genuinely crossed 
Treasuries rather than merely pausing for 
breath. 

For short-term interest rates, the con- 
vergence scenario is being helped by the 
Bank of England's comparatively rapid 
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Europe today 

Northern and eastern Scandinavia 
wffl have showers, some heavy, 
which will develop into longer 
speAs of rain along western coasts 

of Norway. North-west Europe wiB 
be ntHd and dry but many parts 
wffl be foggy. The western 
Mediterra n ean will be dry with 
sunny spefls but there wffl be a few 
showers In central parts. The 
eastern Mediterranean wBI be 
showery with thundery rain. 

Eastern Europe wffl have sleet and 
snow, with heavy snow in parts of 
Russia. 

Five-day forecast 

North-west Europe wffl be mRd 
with spdls of rain before turning 
colder over the weekend with 
wintry showers. Eastern Europe wiH 
continue to luma sleet and snow. 
Western and central parts of the 
Mediterranean wffl be mainly dry 
with plenty of sunshine, but the 
eastern Mediterranean wffl remain 
showery. 
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cutting of base rates. The pound’s recent 
resilience should provide a comfort level 
for the Bank as it considers further cuts 
from 6 Vi per cent Assuming quiescent 
inflation, 1999 should see a significant 
□arrowing of the 3% point gap between 
UK and euro-zone rates. 

But the pound could be a bit of a joker. 
At DM2.79, it has covered nearly two 
thirds of the ground between its high, in 
April this year, and the coitre of the 
predicted JDM2J0-DM2.70 range for entry 
Into Em a. The pause In its decline is 
unlikely to last as interest rates are cut, 
and it might well undershoot the expected 
entry level in the next couple of years. A 
weaker pound and lower interest rates 
will give UK businesses a bend as they 
start to invest for Emu. Excuses for put- 
ting off that investment are running out. 

Lehman Brothers 

Cats with their nine lives have nothing 
on Lehman Brothers. In September and 
October, according to the rumour null, 
the US investment bank went bankrupt 22 
days in a row and was acquired seven 
times. In fiict, Lehman was never under 
any immediate financial threat While its 
equity base of around $S.4bn ap pears wor- 
ryingiy small, the firm has an additional 
S28bn of long-term capital. But for finan- 
cial institutions, confidence matters as 
much as statistics. And worries aboot 
Lehman’s soundness were serious enough 
to cause some clients to halt business. 

Faced with a potential crisis, I Airman 
proved both lucky and smart While cen- 
tral bank easing helped restore broad 
market confidence. Lehman's managers 
also helped themselves with sound finan- 
cial management and effective damage 
control L ehman always kept enough cadi 
on hand to cover its short-term commer- 
cial paper borrowings of less than S5bn. 
And Richard Fuld. rihairman, pmhflrltpd 
on a five-week road trip to reassure inves- 
tors and clients. 

Despite all the drama, Lehman is expec- 
ted to report record pamingw for 1998 - 
though its high leverage probably makes 
it a good stock pick only in a bull market 
Whether it can stay independent in an era 
of rapid consolidation remains to be seen. 
But shareholders can rejoice that If the 
management does sell, it has kept its fran- 
chise intact during the worst of 
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Japan to revive controversial 
Asian monetary fund proposals 


By QiBan Tett in Tokyo 

Japan yesterday signalled that it 
planned to revive its c ontrov ersial 
proposals to create an Asian mone- 
tary fund, even though the idea trig- 
gered strong opposition from the US 
and the International Monetary 
Fund last year. 

TEfirfii Miyazawa, finance minister, 
said that an Asian fund was needed, 
as the current global financial sys- 
tem and the IMF had not effectively 
addressed the turmoil of the last 
year. 

“I am thinking of a plan where the 
countries of the region put up 
money to forestall speculative 

attar-lre There are natlnns in this 

region, such as Japan, China and 
Hang Kong, which can put up size- 
able amounts of money," he said 

When Japan first forwarded the 
irifla us nffidak argued t hflt such a 
fund would discourage Asian coun- 
tries from finding their own solu- 
tions to their problems. 

Mr Miyazawa also argued that the 


IMF should relax some of the condi- 
tions it attaches to its lending: And 
he called for a regime of “managed 
flexibility” between the dollar, the 
yen and the euro, in apparent sup- 
peel of recent German calls for fixed 
currency bands. 

"Some suggestions , are being made 
in Europe concerning the need for 
greater stability. I agree greater sta- 
bility is desirable," he said. 

The comments mark a deliberate 
attempt by Japan to set out its inter- 
national financial agenda following 
this year's market turmoil. Officials 
from the Group of Seven leading 
industrialised countries are cur- 
rently considering the future of the 
IMF. and Mr Miyazawa, 79, is trying 
to ensure that Japan should play a 
greater role in this debate. 

Japan has become critical of 
recent US and IMF policies in Asia 
in the last year. 

Mr Miyazawa’s comments could 
lead to more tension between the US 
and Japan. In particular, the US is 
likely to oppose suggestions that the 


IMF should soften its lending crite- 
ria. 

Mr Miyazawa yesterday denied he 
wanted to abolish the IMF., and 
stressed that regional currency 
funds would operate alongside ilJb 
However, he argued that the IMPf" 
should now introduce a new lending 
facility to dispose pre-emptive loans '• 
to some crisis-ridden countries with- 
out insisting on additional 
monitoring. 

The IMF should consider funding 
these additional loans by issuing 
bonds for the first time, he added. 

Mr Miyazawa’s speech came as 
Keizo Obuchi, Japan's prime minis- 
ter. arrived in Hanoi, the Vietnam- 
ese capital, to attend a summit of 
the Association of South East Asian 
Nations. Mr Obuchi is expected to 
announce n new Y600bn (S5Im) aid 
package for south-east Asian coun- 
tries today. 

Cans for Asean unity, Page 8 
Editorial Comment, Page IS 
Observer, Page 15 
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Money floods out of Brazil 

The steady drip of dollars from Brazil has turned 
into a flood. Outflows from the Brazilian econ- 
omy in the past two days have totalled nearly 
S’! bn, more than a fifth of the first tranche of 
the International Monetary Fund's aid parfragg 
to the country. Page 25? Lex, Page 16 


Italy launches futures products 

Italy's financial futures market has launched two 
products following its entry Into the-Euro- 
Giobex derivatives alliance with its counterparts 
in Paris and Madrid. Trading in f uture s on long- 
dated Italian government bonds (BTPs) and 
one-month etrfoor futures will begin cm January 
4 after approval from Consob, Italy's market 
watchdog. Page 24 


Takefuji hopes to Improve its image 

The consumer finance 
business has tradition- 
ally had a poor reputa- 
tion In Japan, fostered 
by tales of companies 
aggressively puffing the 
squeeze on non-paying £ 
customers. Yasuo 
Takei, left, head of toe 
counfry’s largest con- 
sumer finance com- 
pany, Takefuji, wants to 
change afl that One of 



Travelers links with Swiss insurer 


By W$bm HadMn Zurich aid 
Join Anthers in New York 


New venture with Winterthur will open global competition 


Travelers Property Casualty, 
tile insurance arm of Citi- 
group, has formed a strategic 
alliance with Winterthur, toe 
Swiss insurer, in an attempt 
by both companies to start 
competing for the business of 

multinational companies. 

Both companies said they 
could now compete directly 
with American International 
Group, the largest interna- 
tional insurer. - . 

Travelers is also hoping to 
benefit from the large list of 
multinational clients serviced 
by Citibank/ in a significant 
extension of- the attempts to 
cross-sell financial products 


launched by this year’s merger 
of Citicorp with Travelers 
Group. ■ 

Jay Fishman, Travelers 
Property Casualty's chief exec- 
utive, said: “This Is not an 
attempt to bypass the broker 
marketplace or go direct to 
customers.but there are global 
customers of Citibank with 
global Insurance needs. We 
can now attempt to take 
advantage of that relationship 
and become a supplier." 

The deal gives Travelers, a 
predominantly US-based com- 
pany. access to Winterthur’s 
network in 28 countries. The 
new venture, which will be 


based in New York, will ser- 
vice the needs of the top 3,000 
US mul tinati onals with signifi- 
cant oversees insurance expo- 
sures, and European-based 

multinationals with significant 

operations in the US. It has 
been structured as a long-term 
contract between Travelers 
Property Casualty and Winter- 
thur International. 

Hans Gmflnder, a member of 
Winterthur International’s 
executive board, said the com- 
pany had had joint ventures 
before with US companies, 
such as Liberty Mutual and 
Kemper, but not on this scale. 
"We are going to have joint 


offices in New York and Chi- 
cago and be working the same 
client base." said Mr GmQnder. 

Winterthur International Is 
part of Winterthur Group, the 
world's eighth largest insur- 
ance company. Only 7 per cent 
of group premiums come from 
North America and, after 
Winterthur's 1997 acquisition 
by Credit Suisse, a new man- 
agement tram has been keen 
to strengthen the group’s large 
corporate business. 

Each company will issue and 
service policies within its 
areas of greatest strength and 
wfll remain independent risk 
carriers. The companies will 


reinsure risks to align their 
financial interests in the busi- 
ness underwritten. 

Mr GmOnder estimated it 
would result in several hun- 
dred million dollars of extra 
premiums. The new venture 
had already persuaded 
Colgate-Palmolive to drop A1G 
and use it to provide its global 
insurance requirements. He 
also believes toe new company 
will be able to compete more 
effectively with Allianz. Axa 
and Royal Sun Alliance. 

George Keller, chief execu- 
tive of Winterthur’s US opera- 
tion, will be chairman of the 
operating committee. John 
Stites, vice president of Travel- 
ers National Accounts, will be 
vice chairman. 


ANALYSTS LUKEWARM AS UK MAGAZINE GROUP LAUNCHES BID FOR PETERSEN IN ASSAULT ON AMERICAN MARKET 


his company’s main challenges is to develop a 
more friendly and positive image. Page 19 


Cash-in time for PC buyers 

Every Christmas Intel, the world’s largest chip 
maker, and the leading personal computer mak- 
ers tel would-be home PC buyers there has 
never been a better time to buy a new machine. 
The year they, could be right Page 22 


Record crops cut tea prices 

Tea prices have fallen at auction as India, 
Kenya and Sri Lanka, the three leading produc- 
ers, am bringing in. record crops. Smaller pro- 
ducers such as Indonesia and Bangladesh also 
have bigger crops than Fast year. Page 26 


Seoul provides rare cheer 

The South Korean market provided a rare 
moment of seasonal cheer by chalkkig up its 
high for the year. Although wed down on Its 
level at toe start of toe Asian crisis, toe Seoul 
bourse has been at toe forefront of a regional 
share price recovery toat has seen some mar- 
kets double. Page 38 . 


US investors broaden their horizons 

Private US investors now own more shares In 
foreign companies than US Institutions and toe 
trend is expected to continue, according to a 
study to be released today. Page 24 . 


Demand fan hits Malaysian palm oil 

After several months of exceptional exports, the 
Malaysian palm oO industry is fadngafefl in 
demand, and refiners, saddled with overcapa- 
city, are suffering losses as a result Page 26 
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Emap offers $1.2bn for 
US publishing company 


By Jocatiwn Ford 


Bitap chief executive Kevbi Hmt ■Feterewi fits ail oir criterie* 


Emap, the UK magazine 
publishing group, yesterday 
launched an offer for Petersen 
Companies valuing at $l-2bu 
(£720m> the US publisher of 
magiwhira such as Teen and 
Guns & Ammo. The move ful- 
fils Emap's long-standing 
ambition to break into the US 
market 

Kevin Hand, chief executive, 
said the deal was the product 
of a long search for the right 
entry vehicle. "Petersen fits all 
our criteria - it has critical 
mass, it has a successful track 
record and it has a strong 
management team," he said. 

It was the third move by a 
UK company to buy into the 
US this month. National Grid, 
the electricity transmitter, 
agreed to buy New England. 
Electric System for £1.9m 


(S3bn) earlier this week, and 
Scottish Power is to buy Padfi- 
Corp for £4Jbn. 

However, the Emap deal 
received a lukewarm response 
from analysts, who expressed 
concern that Emap was over- 
paying. 

Adding Petersen’s estimated 
$300m of debt, the UK group is 
offering an enterprise value of 
Sl^bn. or about 16 times Peter- 
sen’s expected operating cash 
flow this year. 

Emap's shares toll by 80p. or 
nearly 6 per cent, to 970p, hit 
also by news that the company 
plans to finance the deal partly 
through a rights issue. 

Mr Hand said the price was 
perfectly reasonable for a fast- 
growing company. Petersen’s 
operating cash flows are expec- 
ted to grow by 55 per cent this 
year, and Emap estimates that 
it could contribute SO per cent 


of group profits within three or 
four years. He added that the 
deal would have a neutral 
effect on Emap's earnings next 
year. "If it is dilutive, it would 
only be marginally dilutive." 
he said. 

Emap has agreed to pay S34 
a share for Petersen, a pre- 
mium of about 47 per cent to 
the price last Friday before 
speculation started about a 
possible deal. It has received 
irrevocable undertakings to 
accept the offer from investors 
holding 73.5 per cent of the 
share capital. 

Emap is financing the deal 
partly through a one for five 
rights issue at 875p a share to 
raise £359m. net of expenses. 

Emap Is being advised by 
Schroders and Petersen by 
Morgan Stanley Dean Witter 
and Donaldson Lufkin & 
Jenrette. 


Debt to drive down Belgium’s credit rating 


By Edward Luce, 
Capital Maitots EdQur 


Fitch IBCA. Europe’s leading 
credit rating agency, is today 
expected to downgrade Bel- 
gium's sovereign credit rating 
to among the lowest in Europe 
in toe latest sign of growing 
concern about the govern- 
ment's indebtedness. 

' The move, • which is 
prompted by the imminence of 
European monetary union, fol- 
lows a significant sell-off in 
Belgium government bonds 
over the last few weeks. The 


spread - or risk pr emium — of 
Belgium bonds above the Ger- 
man government bond bench- 
mark Is now hi ghw than that 
of Italy, previously viewed as 
the weakest member of the 
euro-zone. 

Having traded at a spread of 
Just 10 basis points (a basis 
point is a hundredth of a per- 
centage point) over the Ger- 
man benchmark, 10-year Bel- 
gium bonds have recently 
widened to a spread of more 
than 22 basis paints. Italy, by 
contrast, has seen Its spread 
narrow from about 200 basis 


points at the beginning of 1997 
to just 16 basis points yester- 
day. 

Pitch IBCA, which is the 
third largest credit rating 
agency in the world after 
Moody’s Investors Service and 
Standard & Poor’s, is expected 
to downgrade Belgium by at 
least one notch to a double A 
rating and possibly by two 
notches to AA minus - the 
same rating as Italy and the 
lowest in toe euro-zone. 

The downgrade reflects toe 
fact that Belgium has the high- 
est proportion of short-term 


debt in Europe (along with 
Italy) but will lose much of its 
ability to manipulate these lia- 
bilities when the Belgium 
franc disappears on January 4. 
Belgium has abort-term debt of 
more than 30 per cent of its 
gross domestic product. All of 
it must he refinanced within 12 
months. 

“There is no doubt that 
when you lose toe ability to 
print money - as Belgium wfll 
along with the other 10 mem- 
bers of Emu - it changes your 
credit profile," said Kit Jucfees, 
chief strategist at Nat West 


Economists also worry that 
Belgium’s weak debt position 
could contaminate the inde- 
pendence of the European Cen- 
tral Bank which is committed 
to a “no bail-out" clause. This 
means the ECB has pledged 
not to intervene to print 
money or restore liquidity 
when a member state Is exper- 
iencing financing difficulties. 
But one economist said: “In 
practice, the ECB will bail out 
a Belgium or an Italy If they 
are going to default The politi- 
cal pressure to do so would be 
overwhelming." 


EDS in 
talks to 
buy MCI 
WorldCom 


services 


By Richard Waters in New York 


MCI WorldCom is discussing 
the sale of a large part of its 
computer sendees business to 
EDS as part of a broad-ranging 
agreement between the two 
companies. 

The potential sale reflects 
the challenges telecommunica- 
tions companies face in devel- 
oping and running networks 
for large corporate customers. 

Though larger than 
operations run by other tele- 
coms companies, MCl's com- 
puter services side is dwarfed 
by industry giants such as 
EDS, Andersen Consulting and 
Computer Services Corp. 

The discussions between 
MCI WorldCom and EDS are 
believed to involve a long-term 
strategic relationship similar 
to that announced last week 
between AT&T and IBM. 
Under that agreement, AT&T 
agreed to pay $abn for IBM's 
data network while entering a 
long-term outsourcing arrange- 
ment for IBM to develop soft- 
ware and other functions. 

EDS already handled cus- 
tomer billing for WorldCom 
before its merger with MCI 
two months ago. and is dis- 
cussing taking on this function 
for the combined company. 
MCI WorldCom, meanwhile, is 
likely to take over EDS’s 
communications network. 

An agreement would bring 
EDS a new army of techni- 
cians at a time when most 
computer services firms are 
finding their growth con- 
strained by their inability to 
hire new staff. The MCI busi- 
ness employs 7^00-8.000, most 
of whom are likely to move to 
EDS if a deal is struck. 

MCl's information services 
business produced revenues of 
SI Jbn in the first nine months 
of this year. That was 11 per 
cent lower than the year 
before. The unit, formerly 
known as Systembouse, was 
bought by MCI for $lbn three 
years ago. 

News of the talks could 
affect their outcome, as rival 
bidders may step forward or 
the two companies could 
decide to push ahead with an 
announcement earlier than 
planned, according to one 
person close to toe talks. The 
outcome may also have been 
clouded by the news last week 
that Dick Brown, chairman of 
Cable & Wireless, would take 
the helm of EDS in January'. 



BARRY RTLEY 


Value goes out of style 


Tfciaae are grim times for most 
kinds of value Investors, the 
knife having been twisted 
brutally in the past cotqfle of 
months as growth styles have 
resumed their outperformance 
in equity Tnarfegfc - at any 
rate in the.US and Europe. For 
a while in the third quarter, 
valuafUckered back to life but 
it proved only a temporary 


Some of the most detailed 
global style statistics come 
from’ the London consultants. 
Style Investment Research 
Associa t es. 

Basic value styles, such as a 
high -book to price ratio and 
high, dividend yield, have 
underperformed by about 3 par 
cent over the past three 

months in the US, and growth 
stylos, such as Ugh return cm 
equity and high sales growth, 
have performed strongly. 

'In toe UKi value styles did 

badly in November and, over 
three months, growth styles 
have performed even more 
strongly than in the US. The 
pattern is similar in 
co ntin ental .Europe. 

Asia provides a sharp 
contrast, however, with 
growth being a strongly 
negative factor in Japan over 
three months, while value 
scries have paid off very 
"heavily in Hong Kong and 

Sing a p ore over this period. 

Years or poor performance . 
are eroding the long-term case 
for value stocks. Independence , 
International Associates, of 
Boston, has compiled global 

value Indices going bade to . 


1975. For many" years, value 
showed up strongly but Its 
relative performance has 
collapsed in recent years. . 

Globally, on DA definitions, 
growth has o u tpe rfo rmed 
value during the first 11 
mouths of 1998 by 12 
percentage points. The 
performance gap, at 2L4 
percentage points, is a chasm 
. in the US. It is mare moderate 
in Europe at 7.6 points. Again, 
only the Pacific region shows 
value outperforming (by a 
healthy 9.4 percentage points). 

FTSB'a yield-based UK style 
-indices show lower yielding 
stocks (a proxy far growth) 
outperforming strongly 
between March and June, then 

felling back in line by the 
market low in October before 
going strongly ahead again. 
The current extra return on 
the lower yield index is 7.2 per 
cent after 11 % months. 

Some of these trends also 
show up in toe main indices. 

In toe UK. the FTSE 100 Index 
has outperformed the 
All-Share by 8 per cent as 
large capitalisation growth 
' stocks have gone ahead. 

In toe US, on toe other hand, 
for the second year running 
the S&P 500 has beaten the 
Dow Jones Average - by B 
percentage points in 1997 and 
hy the same margin at this 
stage in 1998. 

The Dow has been hit by 

downgrades from fading 
industrial and consumer 
stocks, such as Boeing and 
Coca-Cola, while information 
technology hot stocks - ■ 


notably Microsoft - have 
supported the S&P. Robert 
Schwob of SIRA says that 
investors have continued to 
chase premium stocks, which 
are not quite the same as 
growth stocks. Economic 
conditions are powerfully 
against value styles, he says. ■ 
Falling long-term interest 
rates have increased the 
present value of growing 
revenue streams compared 
with static ones and, because 
value stocks are those of 
w nairpT companies 
cy diesis, they are especially 
vulnerable to an economic 
slowdown.. 

The message is that value 
investors will probably have to 
wait patiently until the 
western economic eyrie has 
bottomed out ' 

Yet long-term data show 
that value can outperform 
growth very strongly at 
certain periods. Indeed toe HA 
statistics stfll show value 
outperforming by 2 per cent 
annually on average over 23 
years. 

This leaves value investors 
in western markets din g in g on 
to their long-term track 
records as best they can. ff 
they defensively reduce their 
style bets, they will risk losing 
much of the benefit of the 
recovery stage of the cycle, 
which is likely to come 
through quite suddenly. 

But txcmmercdaliy they may 
have little real option but to 
dilute their styles to limit 
often substantial perfor m ance 

lags. 


HARRODS WILL BE 
OPEN EVERY SUNDAY 
FROM NOW 
UNTIL CHRISTMAS. 

(FOR THOSE 
WHO CAN’T MAKE IT 
WE WILL ALSO BE 
OPEN FROM MONDAY 
TO SATURDAY.) 


From now until December 21 si all our 
departments will be open on Sundays from 1 1AM to 5PM. 

So take advantage of the extra opening days to enjoy 
Harrods festive ’Christmas Creations', and to find absolutely 
everything on your Christmas list. 
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BROAD CASTING INVESTMENT SEEN AS REARGUARD ACTION AGAINST RUPERT MURDOCH’S. MOVE INTO EUROPEAN PAY-TV 


i’li 


to take 10% stake in Italy’s Telepiu 



Italy’s state broadcaster RAI 
yesterday agreed to buy a 10 
ceut stake in TelepiO, 
the Italian pay-TV network 
controlled by Canal Hus of 
France, as the French 
pay-TV group moved to ward 
off a challenge by Rupert 
Murdoch’s News Corporation 
m the fledgling Italian mar- 
ket 

Mr Murdoch is on the 
verge of finalising the acqui- 
sitton of a majority 70 per 
cent stake in Telecom Ital- 
ia’s Stream multi-media sub- 

TPG 
buys 
French 
firm for 
FFr2bn 

By Gordon Cramta in Amsterdam 

TNT Post Group (TPG), the 
Dutch Trail and parcels car- 
rier, yesterday strengthened 
Its European network by 
paying FFr2bn ($361m) for 
Jet Services, a French 
express delivery company. 

The deal is TPG's first 
acquisition since it became 
the world's first postal ser- 
vice to gain an independent 
stock exchange listing, when 
it was spun off from the 
KPN telecoms group in 
June- It is also another step 
in the consolidation, of the 
mail and logistics business 
in. Europe, following the 
takeover last week of the 
Switzerland-based Danzas by 
Germany’s state-owned 
Deutsche Post 

TPG and Deutsche Post 
are rivals to become Euro- 
pean leader in tune-sensitive 
deliveries. Each controls a 
national mail operation 
which, under plans initiated 
in Brussels, will be deregu- 
lated in stages early next 
decade. 

The Dutch have led the 
way through a privatisation 
which allowed KPN in late 
1998 to pay F12.7bn (H.45tmy 
for TNT, the Australian, 
express services company. 

This year Deutsche Post 
bas snapped up logistics 
businesses in the UK. 
France, Belgium and Poland 
and taken a 25 per cent stake 
in DHL, a rival of TNT. 

The price TPG is paying 
for Jet Services is equivalent 
to 1997 revenues at the pri- 
vately owned Lyon-based 
company. Jet is predicting 
turnover next year of nearly 
FFrSbn, however, as a result 
of its own acquisition in Ger- 
many of Nacbt Vertealer Ser- 
vice, an overnight domestic 
carrier. 

Jet, run by founder Roger 
CalBe, bas 2£50 staff at 120 
depots, of which 94 are in 
France. TPG said the effect 
on its earnings would be 
neutral in 1999 and positive 
thereafter. Describing it as a 
“substantial filling-in of our 
express activities”. Ad 
Scheepbouwer, TPG chair- 
man, said Spain and Porta- 
gal were on the list for next 
year. “In those countries we 
already have a good position, 
but if we see chances, we 
will certainly strike." 

TPG, which is paying for 
Jet out of its own funds, 
would have to raise capital 
for future acquisitions above 
Filbn, the group indicated. 
Its shares closed FI 1.9 
higher in Amsterdam yester- 
day at FI 54.40. On Monday 
they bad added FI SL30. The 
Dutch government still owns 
44 per cent of the group. 


sitflary. lt plans to launch a 
rival Italian pay-TV network 
tci TelepiO. 

The French group has 
become increasingly worried 
by the media magnate’s bid 
to enter the Italian market 
because it fears Italy could 
become News Corp’s beach- 
head to other continental 
European markets so far 
dominated by Canal Plus. 

Any throst by New Corp Is 
also likely to lead to a costly 
bidding war for Italian pro- 
fessional soccer rights 
between the two rival con- 
tenders for the Italian digital 


pay-TV market. The two 
groups see these rights as 
essential to the viability of 
Italian pay-TV ventures. 

By enlisting the Italian 
state broadcaster as a part- 
ner, Canal Plus hopes if will 
gain a political edge over Mr 
Murdoch, whose Italian 
plans have provoked consid- 
erable political opposition in 
Italy. Government and oppo- 
sition leaders have warned 
of the risk of Italy’s new dig- 
ital television market bong 
“culturally colonised" by 
two foreign groups. 

Canal Plus owns 90 per 


cent of Telepiti. and Fin- 
invest - the holding com- 
pany of Silvio Berlusconi, 

former Italian p rime minis- 
ter and media tycoon - bas 
the remaining 10 per cent. 
The French group bas been 
seeking to abed half of the SO 
per emit stake in the venture 
to Italian partners to give 
TelepiO an Italian control- 
ling shareholding structure. 

flanai plus is negotiating 
with other Italian groups to 
sell a further 35 per cent 
stake. Wind, the telecommu- 
nications joint venture 
between Enel, the Italian 


electricity utility, France 
Telecom and Deutsche Tele- 
kom, has already said it 
planned to take a stake in 
Telepiti. 

■ * Enel yesterday a final 
decision was expected by 
February. 

The financially-strapped 
state broadcasting group is 
expected to pay forfts 10 per 
cent Telepiti stake largely by 
bringing assets and pro- 
grammes to the venture 

rather than es«h_ 

Fininvest, which controls 
Mediaset, Mr Berlusconi's 
commercial television group. 


yesterday said it intended to 
retain its 10 per cent stake in 
Telepiti. 

However, the presence of 
Mr Berlusconi’s company, 
alongside its traditional 
state television rival "RAI. has 
raised questions, especially 
since Mr Berlusconi has also. 
long had warn relations . 
with Mr Murdoch. 

Mr Murdoch is also seek- 
ing Italian partners to join 
Stream in an effort to dilute 
the 70 per cent stake he is' 
expected to acquire to make 
his entry into the Italian 
market more palatable. 


Bankers Trust 
boss defends 
reorganisation 


By Tracy Corrigan m New York 

Frank Newman, chairman of 
Bankers Trust, has defended 
Deutsche Bank's insistence 
on centralised managBmpnt 
of the merged entity, argu- 
ing that “the whole point [of 
the merger] is to have an 
integrated approach”. 

In his first interview fol- 
lowing the announcement 
two weeks ago of the acqui- 
sition of Bankers Trust by 
Germany's Deutsche Bank to 
create the world's largest 
bank. Mr Newman also said 
the merger would create a 
business that could compete 
with the big US investment 
banks. He will run the global 
corporate and institutional 
banking business of the 
merged entity jointly with 
Josef Ackermann of Deut- 
sche. 

At the news conference 
announcing the merger, 
Deutsche’s chairman Rolf 
Breuer had said; “We don't 
believe in autonomy as an 
instrument of management 
and leadership. As for as it 
goes, we want a centralised 
management of the busi- 
ness.” The statement proved 
controversial In the US, 

. where investment bankers 
fear being managed by com- 
mercial bankers who, they 
feel, lack understanding of 


their business. 

Mr Newman said tfrat Mr 
Brener's comments been, 
misinterpreted. 

He sa »d that while the cor- 
porate $t\A investment bank- 
ing activities of Deutsche 
and Bankers Trust would be 
integrated within Deutsche's 
existing global corporate and 
institutional banking busi- 
ness, known as CKH, there 
would be “good delegation of 
authority" along product 
fines. 

“Our clients count on us 
being able to give them a 
rapid response," be said. He 
■atf, debt equity under- 
writing. for example, would 
fhnetiem on clear guidelines, 
without the need to go 
through a complex approval 
process. 

He said that the Deutsche 
plan was “very consistent 
with our philosophy when 
we took over Alex Brown 
[the Baltimore-based invest- 
ment bank acquired by BT 
last year]. We didn’t operate 
it as an arm’s-length subsid- 
iary.” 

He raid the combination of 
corporate and investment 
banking was essential 
because the market has been 
chang in g . “Now what a cli- 
ent expects is that someone 
wifi come in with an inte- 
grated approach" offering 



Caterpillar issues profit 
warning for fourth quarter 

Ceterpfflar, tho world's largest maiufacturercrf 
earth-mcMng equipment yesterday swt a ‘ shudder 
round the US corporate sector when it warned 
quarter profits would faB below expectations. Anagsis naa 
been looking for around $1.06 per share. But the Pewm- 
based company said that white sales and revenues had 

increased “slightly” from the third quarter, it aq>ectaa_ 
profit per share to be '■moderately less" than the 92 cents 
a share reported in the Jufy-September period. 

The news, from a company known tor Its faldy conserva- 
tive approach, rattled Caterpillar’s shares, and by mwfay 
they had skxnpad by more than A per cent, down $1 w to 
$ 444 . r- . .... . 

CaterpHter, which derives more than halt its sates over- 
seas, has been attempting to ride art the problems in 
south-east Ada, Japan and South America for mom 0130 a 
year. But yesterday It signalled the global difficulty were 
also affecting its domestic market, attributing thefourtn- 
quarter shortfall to "continuing high sales discounts" and 
"a relalivety unfavourable product sales mix". 

Other factors Included an adverse tax adjustment at its 
Shin Caterpillar Mitsubishi unit and the recent settlement 
with the Bwironmental Protection Agency. Caterpillar, 
together with six other diesel truckmakers, settled charges 
that their products had violated clean air standards, paying 
cavil penalties and additional sums to improve emissions 
quality in the future. Caterpillar put its cost at a $25m pen- 
alty and $35m to fond technologies for emissions reduc- 
tions over the naxt six years, 
ffiidd Taft, Chicago 

CHEMICALS 


Rolf Brauer, cha ir ma n of Deutsche Bank (tofty, and Frank Newman chairman of Bankers Trust, who 

ipwQg Mr orBUBr s CQHtfD dilg wore nr 


bank, debt and equity finan- 
cing: as well as mergers and- 
acquisitions expertise. 

He believes that this trend, 
which has taken root in the 
US, is about to accelerate in 
Europe with the coming of 
the euro. Although he con- 
ceded that the “challenges 
[of merging the two busi- 
nesses] are real”, be said he 
thought it was possible to 
learn from past mistakes. 

He acknowledged that the 
record for commercial and 
investment banking mergers 
was mixed and for Euro- 
peans in the US uniformly 
poor. 

As for as the bank’s strat- 
egy in the US was con- 
cerned, he said the US bulge 
bracket “will have a very 
powerful competitor”. 
“There is no-one else who 
ban tb*> European and Amer- 
ican capability that we do." 


However, he said that 
“this doesn’t mean that we 
will be reaching for league 
tables. We are more inter- 
ested in value-added busi- 
ness. but well be in a posi- 
tion to do anything” t frri ; our 
competitors can offer. 

Mr Newman noted that 
league tables can be a poor 
indicator of profitability. 
While more investment 
grade debt is Issued in the 
US than high-yield debt, the. 
fees generated in the high 
yield market are twice as 
great as- in the Investment 
grade debt market, for exam- 
ple. 

The combination will 
slightly advance the com- 
bined bank’s mri<dtng league 
position in the US. In com- 
bined equity and debt under- 
writing. the merged group 
will rank 13th, compared 
with 22nd for Bankers and 


17th for Deutsche, according 
to Securities Data. But in 
leveraged and high-yield 
finance - Bankers’ strength 
- the combined entity will 
rank third globally. 

Mr Newman noted that the 
combination will give the US 
operation, greats ability to 
chase . new business. 
Although Bankers Trust con- 
centrated cm hf gfa yield debt 
and equity offerings for 
smaller growth companies, it 
bas had success in doing big- 
ger deals for trigger compa- 
nies, particiilariy as existing 
clients have grown and 
developed new financing 
needs. But to chase blue-chip 
business “you need to have 
credibility, so that when you 
walk into the client’s office, 
there isn't a question in the 
client's mind", hi the past 
“we had to present our. cre- 
dentials." be admita. 


Degussa mulls New York listing 

The chief executive of Germany's Degussa said yesterday 
his company would consider the possibility of listing 
shares on the New York Stock exchange but teat it had no 
concrete plans yet to do so. "The question can be asked 
with good reason," Uwe-Emst Bute, chief executive, said. 

He said the group had made no special provisions for 
posstole damages resulting from Holocaust-related law- 
suits beyond a DM 10m ($6m) allowance for lawyers' fees. 

Degussa Is facing a class-action lawsuit in the United 
States brought by Holocaust survivors who claim the 
gnx?) smelted precious metals stolen by the Nazis. The 
group is also in talks with the German government about 
reaching a general settlement that would cover Nazi -era 
claims against Degussa and other large industrials such as 
BMW and Siemens. Degussa, which is set to merge with 
Veda’s Hueis speciality chemicals division in February, 
also reported that net profit rose to DM558m hi its 
1997-98- business year compared with DM392m a year 
earlier. _ 

Reuters, Frankfurt 




Remy Cointreau sees return to black 


By Samar Iskandar hi Paris 

Shares in R£my Cointreau, 
the French spirits and wines 
group, rose 7.6 per cent yes- 
terday as the company con- 
firmed it would return to 
profit in 199899, after a net 
loss of FFr622m (8113m) in 
the year ending March 31 
1998. 

Sales were up 35 per cent 
in the first half to FFr3.5bn, 
helped by a recovery in 
demand and Improved mar- 
gins on. spirits and cham- 
pagnes, which helped offset 
disappointing results in 


Cognac activities. 

Operating profits were 
FFr281m, up from FFrl54m 
in the same period last year. 

However, the company 
warned that second-half 
results were exposed to "the 
global economic environ- 
ment. and Asia in particular, 
[which] remain difficult and 
volatile". 

Rfrmy shares have traded 
erratically in recent weeks, 
on speculation that the 
group might sell Krug, its 
luxury champagne brand. 
The management has dis- 
missed the speculation. 


claiming the recovery in the 
share price was a “vote of 
confidence" in managers 
who were “keeping their 
promises”. 

In June, the company pub- 
lished a list of FFrlbn of 
non-strategic assets - includ- 
ing wine and bottling activi- 
ties - that it planned to dis- 
pose of by March 1999. Some 
FFr450m in disposals has 
been completed. Including 
the de Venoge champagne 
brand and a 22 per cent 
stake in Tonnellerle 
Seguin Moreau, a barrel 
making operation, which 


was floated on the stock 
market in June. 

Grands Vins de Gironde, a 
wine trading business in the 
Bordeaux region, is thought 
to be on the list of “non-stra- 
tegic” assets earmarked for 
sale. 

R£my is also considering 
selling part of R6my Asso- 
ctes. Its distribution net- 
work. 

“We have always said 
that owning 100 per cent of . 
our distribution network 
was not a strategic impera- 
tive," the company said yes- 
terday. 


Storej 


A0L in Venezuela venture 

America OnBne, the world's biggest internet services pro- 
vider, is forming a joint venture with Cisneros Group, the 
Venezuelan conglomerate, to develop Spanish and Portu- 
guese- language online services for Latin America. 

AOL and Cisneros said each would Invest an initial 
$100m in the venture, which wBI create services in Brazil, 
Mexico and Argentina. 

The new sendees will be available to AOL subscribers hi 
the US and elsewhere, and the venture will promote Com- 
puServe onBne services, owned by AOL 

Latin America would be the “next great growth centre for 
the interactive medium", sard Gustova Cisneros, Cisneros 
chief executive. Cisneros, which has extensive media and 
entertainment holdings, is expected to provide content for 
the new sendees. 

However, analysts said AOL was likely to face stiff com- 
petition in the region from StarMedia. a New York group 
active in Latin America for about 16 months. 

Loutee Kehoe, San Francisco 
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Wfi Swisscom opens in Milan 


Pathe surges as Bollore takes stake 


By David Owen bi Paris 

Shares of Pathfe, the French 
media group, surged yester- 
day after it emerged that 
Vincent BoilorO, the French 
financier, had acquired a 
stake in its capital. 

The Bollore group said It 
had bought 10.5 per cent of 
Pathe, describing the move 
as “a financial investment in 
| a company of quality" with a 
strong potential to increase 


in value. Mr Bollorfe’s team 
later disclosed that he bad 
taken the holding to 15 per 
cent and might Increase it to 
as much as 20 per emit later. 
However, it was by no 
means certain Mr Bollore 
would seek representation 
on the Pathe board. 

On the basis of yesterday’s 
closing price for Pathe 
shares of FFr1,516 - an 
advance on the day of 
FFr137, or 9.9 per cent - a 15 


per cent stake is worth 
about FFrl.75bn lSS15m). 

Pathe. whose interests 
include 17 per cent of 
BSkyB, the satellite pay-TV 
operator, and 65 per cent of 
Liberation, die French daily 
newspaper, said yesterday it 
had no indication of what Mr 
Bollore’s intentions were. 

But analysts doubted 
whether there would be a 
foil hostile bid, pointing out 
that well over 40 per cent of 


voting rights were held by 
the family of Jferfcme Say- 
doux, the Pathe rHflirmiin 

Analysts believed Mr Bol- 
lore was more likely to seek 
to bolster the value of the 
shares in the hope of realis- 
ing a substantial capital 
gain. 

Edouard Tetreau, media 
analyst with Credit Lyonnais 
Securities In Paris said 
Pathe baM one of the highest 
discounts to net asset value 


of any French holding com- 
pany. Even after yesterday’s 
advance in the share price, 
he calculated, this discount 
stood at 35 per cent 
Mr Bollore recently waged 
a year-long battle for control 
of the strategy of Bouygues, 
the construction, utilities 
and media group. This cul- 
minated with his selling his 
12.6 per cent stake to Fran-' 
pois Pinault another French 
bus inessman 


Owens-Corning to Restructuring brings 
settle $1.2bn in claims revival at Olivetti 


By NBdd Tab in Chicago 

Owens-Corning is to pay out 
more Hum siJibn over the 
next two years, in an 
attempt to settle the bulk of 
the outstanding asbestos-lia- 
bility lawsuits which have 
been filed against the US 
glass fibre and building 
products manufacturer. 

The deal has been struck 
with law firms representing 
about 176,000 individuals 

who filed personal injury 
claims after exposure to the 
material, ft will also estab- 
lish procedures and fixed 
payment schedules for 
resolving any future claims 
without litigation, for a 

period of at least 10 years. 

As a result, Owens esti- 
mates it will pay out about 
next year and $60to 
In 2000. Payments would 
then reduce to S250m to 2001- 
and $150m a year thereafter 


- although the cost to the 
company would be mitigated 
by tax and insurance pro- 
ceeds. 

The total settlement pay- 
ments would be around 
$2.7bn, Owens said yester- 
day. It added that it intended 
to increase its asbestos 
reserves by fl.4bn in the cur- 
tent year, and take a $9Q0m 
after-tax charge to earnings 
to cover the settlement - 
provisions which Glen 
Hiner, Owens’ chairman, 
claimed should essentially 
put the asbestos issue 
behind the company. 

The deal bas the backing 
of Owens’ bankers, and pay- 
ments will be made from 
available cash and credit 
resources. Mr Hiner said the 
deal came at the end of a 
“strong year” for Owens, 
which was further reorgan- 
ised after missing analysts' 
estimates in the latter half of 


1997. Nevertheless, he also 
cautioned that Owens would 
still need to "manage its 
cash flow and watch its 
costs” . Meanwhile, both 
Standard & Poor's and 
Moody’s, the US rating agen- 
cies, affirmed its debt rating, 
although s&P warned that 
the outlook was negative. 
Owens shares fell 5ft to 
*36%. 

Yesterday’s deal covers 
about 90 per cent of the 
asbestos cases outstanding 
against Owens, with some of 
their lawyers. 

Owens also said it expec- 
ted a US Supreme Court rul- 
ing In the second quarter of 
1999, regarding the asbestos 
cases filed against its fibre- 
board unit 

These were to be covered 
by a separate 1993 insurance- 
backed settlement, but the 
settlement’s parameters are 
still disputed. 


By Paul Bells in Rome 

Olivetti, the Italian 
telecommunications group 
on the verge of bankruptcy 
two years ago, yesterday 
said it expected to report net 
profits of about L240bn 
this year - 15 times 
more than the Ll6bn net 
profit of 1997. 

The company lost L9i5bn 
in 1996 whan it was on the 
brink of collapse. However, 
sweeping restructuring and 
refocusing around its core 
telecommunications and 
information technology busi- 
nesses, and financial, gains 
from its telecomm unications 
partnership with Mamies- 
xnann of Germany have 
rerived the company's for- 
tunes and share price. 

Olivetti said 1998 revenues 
were ex p e ct ed to increase by 
60 per cent to L&600bn. The 
wwnpany disposed non-stra- 


tegic and loss-making assets 
during the last two years of. 
restructuring engineered by 
Roberto Cciantnno, its chief 
executive. 

The group's telecommuni- 
cations activities accounted 
for two-thirds of 1998 reve- 
nues, reflecting Olivetti’s 
transformation into a tele- 
communications company. 

The strong net profit 
increase was the result of 
the development of its tele- 
communications businesses 
and the sale of a further 1&5 
per cent stake in its Oilman 
telecommunications subsid- 
iary to Mannesmann. 

The German group origi- 
nally acquired a 24 per cent 
stake in O liman for about 
Ll,100bn in 1997- In Septem- 
ber 1998. It acquired a fur- 
ther 1 Z5 per cent for L64lbn. 
The German group will 
acquire a similar stake In 
February 1999 for roughly 


the same amount, bringing 
its overall stake in Oilman 
to <8-9 per cent with Olivetti 
retaining the 501 per cent 
majority. 

Olivetti and Mannesmann 
launched a joint $l.4bn tod 
this week to acquire .the US 
Cellular Communications 
group which owns a 103 per 
cent stake in Omnitel,. the 
fast growing cellular tele- 
phone company launched by 
Olivetti five years agoJ 

Olivetti last night said 
Omnitel had attracted 5m 
customers by the beginning 
of October, had revenues of 
about LTOOObn for the.. first 
nine months of this year, . 
and posted net income of 
almost L500bn in the same 
period. Omnitel was expec- 
ted to become Europe's sec- 
ond largest mobile telephone 
operator in terms of custom- 
ers within the next few 
years, Olivetti said. 


Swisscom, Switzerland’s national telephone operator, has 
opened an operation in Milan in a bid to win new custom- 
ers from Telecom Italia and expand its markets amid 
increasing competition at home. 

' Tony Reis, Swisscom’s chief executive, said the new 
operation in Milan completed phase one of Swisscom's 
strategy of having a presence in all of Switzerland's neigh- 
bours. It has already established joint ventures in Baden- 
Wurttemberg, Austria and the Alsace region of France. 

However, unfflce.the other ventures where Swisscom has 
joined forces with local partners, the Italian operation will 
be wholly owned. It will initially offer voice, data and inter- 
net services In the Lombardy region and will concentrate 
on servicing small and medium-size enterprises (SMEs) 
and so-called SOHOs (small offices, home offices). 

Swisscom is starting by targeting the 37,000 companies 
In Lombardy which contribute 20 per cent of Italy’s gross 
domestic product William Han, Zurich 


GE RMANY 

Thyssen unit advances 15% 

Thyssen Industrie, the capital goods division of German 
steel and engineering group Thyssen AG, said yesterday it 
had lifted Its 1997-98 pre-fax profit by about 15 per cent 
. to DM749m (5453m). - 

Eckhard Rohkamm, Thyssen Industrie chief executive, 
told an extraordinary shareholders meeting that in toe fis- 
cal year ending September 30, sales had increased bv 
about 20 per cent to DM1 3.8bn. 

Rohkamm said incoming orders rose 13 per cent to 
OM14.6bn. Thyssen Industrie shareholders met to discuss 
the integration of the firm Into parent company Thyssen 
AG, whose merger with fellow steel group K/UDD te due to 
be completed next March. Reuters, Essen 

COMMODmg^ 

Eastman warns on profits 

Eastman Chemical Mid yesterday that its fourth-quarter 
profte wuWfop wefl short of Wan Street forec^Kas 
the latest chwnkfaMnaker to warn that the weak global 

economy would lake a bite out of earnings y 

^astmaowhich makes the plastics used in food and 
bev^age rontaners, sari it would earn 10-15 cern^T. 
share in the quarter^wt even dose to the expected 82 
cents. A year ago. Eastman earned 35 centealSL 
although excluding one-off charges it earned 87cenfa a 
snare. 

Eastman shares tumbled after the announcement loa™, 
*7J>5 to S49.6Z5 m early trading. EastrralfSS 
troubles would not end with toe fourth quarter ttsari! 
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COMPANIES & FINANCE: ASIA-PACIFIC 


Deutsche plans Sydney euro currency hub 


By 6wen Robtoson m Sydney 

Deutsche Bank, the German 
Investment bank, is to estab- 
lish a regional centre for 
euro currency trading in 
Sydney and step up its Aus- 
tralian distribution of Euro- 
pean money-market prod' 
ucts. 

The move, announced yes- 
terday, is one of the biggest 
confidence votes so far from 
a foreign investment hank jn 
the Australian government’s 
financial deregulation pro- 
gramme; 

The timing coincides with 
the International launch of 
the euro currency on Janu- 


ary 1. But the plan hinges on 
the Australian government’s 
push to promote Australia as 
a regional financial centre 
and. more importantly,, to 
overhaul legislation govern- 
ing the operations- of off- 
shore banking units (OBUs) 
in the country. 

The legislation Is before 
parliament and Is likely to 
be passed at the next session 
in February. 

The reforms would bring 
foreign currency 
investments under, the local 
OBU framework and provide 
a concessional tax regime 
that - would exempt 
non-Australian . dollar 


transactions from 
withholding tax. 

Lou GhiradeUo, head of 
the bank's money market 
division in Australia, said 
the Changes were expected 
to encourage Australian 
funds managers, who trans- 
act foreign currency invest- 
ments through offshore 
units, to take advantage of 
new tax incentives and con- 
duct business through local 
OBUs. 

Current legislation 
restricts OBUs in Australia 
to deeding with nou-residents 
in non-Australian dollar 
products. 

The changes , would bring 


Australia in line with the 
concessional tax environ- 
ments of regional financial 
centres such- as Singapore, 
said Mr GhiradeHo. 

“The government, with 
these changes, has made 
enormous concessions to 
providing a level playing 
field. There has been a lot of 
rhetoric and no action until 
now,” he said. 

Deutsche Bank expects the 
majority of business at its 
new Sydney unit to be with 
Japanese clients and 10 to 20 
per cent with domestic 
investors. 

It plans to run a 24-hour 
book in euro trading, cen- 


Takefuji puts good PR at the 
forefront of growth drive 

Japan’s largest consumer finance group is seeking to restore the 
sector's tarnished reputation, Writes Julie Hess 


T he consumer finance 
business has tradition- 
ally had a poor reputa- 
tion in Japan, fostered by 
tales of companies aggres- 
sively putting the squeeze on 
non-paying customers. 

Yasuo Takei, head of the 
country's largest consumer 
finance company, Takefuji, 
wants to change all that. 
One of his company’s main 
challenges is to improve the 
sector's reputation and 
develop a more friendly and 
positive image. 

One legacy of the time 
when consumer finance was 
viewed as a “dishonourable" 
profession is the attitude of 
Japanese banks. Mr Takei 
has little time for them, say- 
ing they lack leadership ami 
have poor management 
skills. “Frankly, they come 
off badly compared with 
their foreign counterparts,” 
he says. 

He says that while the Jap- 
anese banks seem unable to 
end their seven-year crisis, 
Takefuji is recording its 


over the past few decades. 

These days, however, Tak- 
efuji is one of Japan's most 
successful financial compa- 
nies, and in the latest bid to 
win public acceptance it was 
listed last month on the first 
section of the Tokyo stock 
exchang e, an important sta- 
tus symbol in Japan. .- 

Mr Takei also puts faith in 
the power of public relations 
to create an image of 
respectability. He speaks 
proudly of the long list of bis 
contributions to society, 
including donations to a 
variety of Institutions and 
direct Involvement in organ- 
ising services for the public. 
He Is particularly pleased by 
the decoration of the San Sil- 
vestro order conferred by 
Pope John Paul n for ethical 


Takefuji has outperformed 
the Topix index of all first 
section shares by 40 per cent 
during the first n months of 
this year. The company fore- 
casts an increase in unconso- 
lidated net income of 11 per 
cent to Y73.7bn (1638m) as of 
March 1999. 

Takefuji Is pursuing a 
strategy of gaining new 
accounts, and not Increasing 
the loan balance per cus- 
tomer. To reduce the risk of 
write-offs, it has set the max- 
imum loan outstanding per 
customer at Yim - half that 
set by most competitors. The 
restriction and strict moni- 
toring of customers' pay- 
ment has kept write-offs at a 
reasonable 2.2 per cent in 
the past fiscal year. 

Another feature of its suc- 


bebaviour in business and cess is its relatively low cost 


management. 

The listing should make it 
easier, to recruit and place 
advertisements in leading 
newspapers. It will also help 
broaden the investor base, as 
many domestic institutional 


fourth consecutive year of investors can only invest 


strong profit growth. 

His disdain is not entirely 
impartial- The banks used to 
look down on Takefuji’s 
small-lot unsecured 'loan 
business, giving rise to, ..a 
problematic' relationship 


in TSE first-section mem- 
bers- . 

Its first day at the TSE1 
was successful, with the 
share price rising 10.7 per 


base. Its operating expenses 
as a proportion of operating 
revenues is only 53.5 per 
cent, while Its peers have 
ratios of more than 60 per 
cent ' 

An official of Takefuji 
says: “We need fewer people 
than the industry’s average 
because our employees are 
well trained and more effi- 
cient. Moreover, as our staff 
mair^B such a good impres- 


tered in Frankfurt with a 
New York link. 

The Sydney operation 
would trade that book and 
run its own proprietary posi- 
tions during the Asia-Pacific 
time zone, Mr Ghiradello 
said. 

The unit would also offer 
euro-denominated invest- 
ment products to local fund 
managers diversifying their 
portfolios out of Australian- 

dollar assets. 

In particular, it would 
offer easier access to Euro- 
pean. government securities. 
European bank credit mar- 
kets and other euro-denoml- 
nated derivative products. 


Takefuji: credit where credit is due 

Senpriw-' 
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Deutsche Bank also plans to 
increase distribution of euro- 
denominated commercial 
paper in Australia. 

Les Hosking, chairman of 
the government's regional 
financial centre task force, 
said Deutsche Bank's move 
was “another clear Indica- 
tion that Australia is becom- 
ing a more attractive loca- 
tion for foreign currency 
business". 

Other foreign banks, 
Including Citibank, Bankers 
Trust and Dresdner, have 
already relocated some 
regional operations, mainly 
back office functions, to Syd- 
ney. 
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word-of-mouth introduc- 
tions, making other expen- 
sive marketing tools less 
necessary.” 

Takefuji’s business seems 
to be recession-proof. The 
depressed state of the econ- 
omy has not stopped con- 
sumers from continuously 
borrowing relatively small 
amounts of money. By offer- 
ing an unemployment insur- 
ance, Takefuji tried to find a 
solution to customers’ main 
concern before borrowing 


1995 96 


money. This insurance does 
not cover the customer's sal- 
ary shortfall, but it will 
cover the next six months of 
loan payment. 

Mr Takei is also eyeing 
new areas of business and 
predicts that in four or five 
years Takefuji wOl be enter- 
ing hanking or Insurance. 

“Our EPS target is Y 1,000 
as of March 2003,” he says. 
That compares with an esti- 
mated EPS of Y540 for the 
fiscal year 1998. 1 1 n e ,, r 


Nissan Diesel 
disposal talks 
to be resumed 


By JuKe Hass in Tokyo and 
Hatg Smontan In London • 

DaimlerChrysler's negot- 
iations with Nissan Motor to 
buy a controlling stake in 
the Japanese group’s Nissan 
Diesel commercial vehicles 
operation will recommence 
in the new year amid signs 
that the German company 
may be seeking to improve 
the terms. 

The sale of Nissan Motor's 
40 per cent stake to Daimler- 
Chrysler had been expected 
almost immediately after 
Daimler-Benz closed its take- 
over of Chrysler last month. 

However, the process .of 
integrating the German and 
US companies and the need 
to involve a wider group of 
executives after the merger 
have delayed the negotia- 
tions, DaimlerChrysler said. 

He denied suggestions 1 8y 
some analysts that Daimler- 
Chrysler may be delaying 
talks deliberately to obtain 


better conditions from the 
vendor, and said the deal 
was still expected to go 
ahead. However, the inclu- 
sion of senior Chrysler exec- 
utives in monitoring the 
transaction had meant some 
new ideas were raised. 

Nissan said: “The discus- 
sion between DaimlerCbrys- 
ler and Nissan is continuing 
in a constructive manner. 
Nothing is yet decided, 
Including the timing of the 
decision.'' 

Selling the Nissan Diesel 
stake would raise funds and 
relieve Nissan of a loss- 
making affiliate. Nissan Die- 
sel, Japan’s fourth largest 
truckmaker, has suffered 
this year from sharply lower 
sales and a deteriorating bal- 
ance sheet 

Nissan is expected to 
record its sixth consolidated 
net loss in seven years 
owing to over-ambitious 
investment and a lacklustre 
model range. 


HK hotels group 
plans push in US 


“We are likely to attain 
our target figures, since in 
the past 33 years, we 
achieved all but one of our 
targets," Mr Takei adds. 

With this earnings pros- 
pect in mind, he considers a 
share price of Y12.000 as 
cheap. And if he continues 
to move forward as he did in 
the past, he might be right 
again. In any case, Japanese 
bankers will find it more 

- and more difficult to ignore 

- him? 


By Boabetii Robinson 

Mandarin Oriental, the hotel 
arm of Hong Kong's Jardine 
group, aims to double the 
properties In its chain from 
13. with an emphasis on the 
US. 

Edouard Ettedgui, 
appointed chief executive in 
September, said: “There 
should be opportunities in 
the US for us to grow - that 
is where we will focus.” 

Mandarin is in talks to 
build a hotel in New York as 
pari of a development at' 
Columbus Circle in mid- 
town. Mr Ettedgui said the 
development, part of the 
extension of Lincoln Center, 
would include retail, condo- 
miniums and a 400-room 
Mandarin Oriental hotel. 

Mandarin Oriental has 
a property in San Francisco, 
and in Miami construction 
has* started an a waterfront. 


set to open in 2001. 

Mr Ettedgui. previously 
finance director of Dairy 
Farm, Jardine’s retail arm, 
said: “The size of the US 
market is sufficiently big, it 
makes sense to have more 
hotels in the US." 

The Asian crisis and the 
strength of the Hong Kong 
dollar have forced hoteliers 
In the territory, where Man- 
darin has two properties, to 
slash room rates by about 40 
per cent to maintain occu- 
pancy. In the half-year to 
i September, Mandarin Orien- 
l tal saw profits Call 72 per 
cent to US$9. Sm. 

“Don’t expect good news 
on rates in 1999," Mr Etted- 
gui said. 

• The group, whose only 
hotel in Europe is in Lon- 
don, would consider mare 
European locations, but 
' “prices are not in our baB- 
i park"; said Mr Ettedgui a 
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The German stock exchange Is now 
even more transparent than ever: 
Xetra* Release 3, its new electronic 
trading system.glves outright insist 
into the order book to all market 


participants. There they have a full 
overview of the current call and bid 
situation of any listed equity, bond 
and warrant at any time. Making 
market trends easier and safer to 


follow. Via. Xetra investors see 
the market from a different 
perspective. 

Your access to success 


Deutsche 

Borse 




o 


flM 








20 



FINANCIAL TIMES WEDNESDAY DECEMBER IS 


TETRA PAK: THE INSIDE STORY 




LIQUID P ACKAGING SWISS-SWED ISH GROUP AIMS TO DEVELO P NEW BEERBOHLE 

Tetra Pak shapes up for plastic push 


STRUCTURE 


r 


umMhtH«»«*l , iWli 


From its origins as a small milk-container 
company, Tetra Pak has grown into the world's 
largest liquid-packaging group - making rts 
owners, the Rausing family, one of the world’s 
richest industrial dynasties. Tim Burt investigates 
the secretive company’s finances and structure, 
and examines the challenges ahead 


Tetra Pak, the family-owned 
company that dominates the 
global market for liquid 
packaging. Is planning a 
rapid expansion in plastic 
bottling to counter slowing 
demand for traditional car- 
tons in some of its largest 
markets. 

The company - part of 
Tetra Laval, the Swiss-Swed- 
ish industrial group owned 

ACCOUNTS 


by. Sweden's secretive Raus- 
ing family - has decided to 
Invest heavily in plastics 
after recording modest or 
negative growth in the past 
year. 

Tetra Pak's plans have 
alarmed some rivals in the 
plastics industry, who fear 
the company will seek the 
Minp kind of market share it 
enjoys In laminated cartons. 


Cash rich 
group sees 
rise of 9.5% 


Tetra Laval is expected to 
see operating profits 
increase by 9.5 per cent to an 
estimated SFrfL3bn ($286m) 
this year as rising demand 
in emerging markets offsets 
modest growth in western 
Europe. 

The Swiss-domiciled com- 
pany does not publish 
annual profits- But figures 
collated from internal com- 
pany documents, industry 
analysts, and rival packag- 
ing and process groups sng-. 
gest that sales could grow 
from SFrlAIbn to SFrl55bn' 
in 199a 

Although the figures indi- 
cate solid and steady growth, 
senior executives are 
increasingly concerned at 
signs of a slowdown in west- 
ern Europe, Tetra Laval's 
largest market Tetra Pak,. 


Tetra Laval uses 
finance leases on . 
its equipment to ; 
reduce its balance 
sheet liabilities 


the group’s carton and plas-. 
tic packaging division, relies - 
on turnover from Europe, 
including Russia and eastern . 
European states, for about, 
half of its annual revenues. 

Gunnar Brock, Tetra Pak 
chief executive, is under-__ 
stood to have told managers 
attending a two-day seminar 
in Sweden last week that; 
western Europe was growing 
very modestly, with some 


categories losing sales for 
the first time in years. 

The sluggish outlook has 
nevertheless been balanced 
by rapidly rising demand in 
the emerging markets of 
Russia, south-east Asia and 
Latin America. 

In the first eight months of 
this year, before the recent 
economic crisis unfolded, 
Tetra Pak saw growth of up 
to 20 per cent in those 
regions. Although it has 
since slowed, emerging mar- 
ket demand is said to remain 
robust. 

That should underpin the 
division’s profit of almost 
SFrLSbn this year - if its 
estimated 17 per cent mar- 
gins are maintained. 

Tetra Pak’s contributions 
to Tetra Laval will be bol- 
stered by increased profits 
from Alfa Laval, the process 
controls division, and Alfa 
Laval AgrL the dairy prod- 
ucts supplier. 

Those two companies are 
fbnecast to contribute profits 
of SFr325m and almost 
SFrlOOm respectively in 1998. 

Profits in those divisions, 
which enjoy better than 
average growth In Europe 
and North America, should 


SFr823.7m on a near fourfold 
rise in sales to SFrS.Slbn. 

The accounts of both com- 
- panies also illustrate how 
Tetra Laval uses finance 
leases on its equipment to 
reduce its balance sheet lia- 
bilities. Such leases are 
treated as outright sales, 
which means that depredat- 
ing fixed assets are removed 
from the balance sheet, 
while the company contin- 
ues to receive rental income 
on them. 

Baldurion, which holds 
controlling stakes in both 
Tetra Laval Holdings and 
Tetra Pak, also had off-bal- 
ance sheet liabilities - . 
mainly inter-company loans 
- of SFrl.04bn last year. 

One international tax con- 
sultant, shown the accounts 
by the Financial Times, 
described them as “innova- 
tive'’ but said there was 
nothing controversial. 

“This is a company that 
generates large amounts of 
cash and knows bow to 
make the best use of It,” said 
the consultant, who declined 
to be named. “Of course, if it 
was listed on a stock market, 
there would be far more 
questions.'* 


Its aim is to develop an eco- 
nomic way of bottling beer 
in plastic - something that 
has so far eluded the brew- 
ing industry. 

With a fortune founded on 
its ubiquitous tetrahedron 
drinks carton. Tetra Pak has 

grown over 40 years from a 
small Swedish milk con- 
tainer company Into the 
world's Largest liquid pack- 
aging group, boasting GO 
manufacturing plants selling 
more than 82bn cartons a 
year. 

The Tetra Laval group, 
headquartered in Switzer- 
land, does not publish 
annual profits. But industry 
and internal company esti- 
mates collated by the Finan- 
cial Times suggest that prof- 


its could rise almost 10 per 
cent to SFr2.3bn ($i.73bn) 
this year on sales up from 
SFrl4.1bn to SFt1551jtl 

Of those sales, Tetra Pak 
accounts for mare than TO 
per cent. 

Tetra Fak owes that posi- 
tion to its pioneering tech- 
nology in continuous pack- 
aging of liquids - from milk 
to wine - in which a single 
machine forms plastic coated 
paper into a tube, fills and 
seals it, and cuts it into a 
carton. 

Tetra Pak's dominance of 
the sector, serving 168 coun- 
tries and controlling 40 per 
cent of the European liquid 
packaging market has made 
the Rausing family one of 
the world’s richest industrial 


dynasties. An investigation 
by the FT, drawing on 
accounts filed in the UK. the 
Netherlands and Sweden, 
has found that family foun- 
dations received dividends 
last year of SFrl.29bn, paid 
by two Amsterdam-regis- 
tered holding companies. 

Those foundations are con- 
trolled by Gad Rausing. the 
son of Tetra Pak founder 
Ruben Rausing, and his 
three children. Three years 
ago. Gad Rausing acquired 
sole control of the group by 
purchasing the 50 per cent 
stake held by his brother 

Hans for an estimated STbn. 

Bankers dose to that debt- 
financed transaction said it 
was Europe's largest private 
buy-out. Since then, profits 


from Tetra Laval have 
enabled Mr Rausing and his 
family to meet milestone 
repayments on the debt. 

Those profits have been 
bolstered in recent years by 
contributions from Alla 
Laval, the Swedish indus- 
trial process and dairy 
equipment group, acquired 
by Tetra Pak for $2JSbn in 
1991. 

While Tetra Pak has been 
adversely affected by slow- 
ing European growth, Alla 
Laval's industrial business 
has been held back by tur- 
moil in emerging markets 
and the dairy arm by vola- 
tile milk consumption. 

That, in part, has per- 
suaded the company to 
expand in plastics. 


Carton unit 

still dominant 

within group 


Tetra Pak unpackaged 


counteract difficult condi- 
tions in Tetra Pak's mature 
markets such as the UK. 

Accounts filed at Compa- 
nies House in London reveal 
that Tetra Pak Holdings, the 
group's UK aim, saw operat- 
ing profits fall from 
SFr67.2m to SFr56m last 
year on fiat sales of 
SFr542m. 

Another UK subsidiary, 
Tetra Pak Moulded Packag- 
ing Systems saw operating 
losses increase from 
SFr6.65m to SFrl6.5m as 
asset write-downs and 
reduced lease income under- 
mined a doubling of sales to 
SFr23-5ln. 

It is difficult to trace the 
impact of such losses on the 
larger group. But the 
accounts of one of Tetra 
Laval's Dutch-registered 
holding companies, obtained 
from the Chamber of Com- 
merce Trade Register in 
Amsterdam, appear to show 
profits slowing. 

Yora Holding saw pre-tax 
profits fall last year from 
SFrtllm to SFr604-6m as 
sales slipped 17 per cent to 
SFr5.32bn. 

Even so, the company stfD 
paid a dividend to sharehold- 
ers - the Rausing family 
foundations - of SFr642L8m, 
made up of SFr434.4m of 
profit and SFr20S.4m from 
distributable reserves. 

The family foundations 
also received a further 
SFr650m of dividends from 
another Dutch holding com- 
pany, Baldurion. 

Unlike Yora, Baldurion 
saw pre-tax profits soar last 
year from SFr276.7m to 
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The operating structure of 
Tetra Laval has been trans- 
formed in the five years 
since Tetra Pak, the original 
family carton packaging 
company, acquired Alfa 
Laval, the Wallenberg-con- 
trolled process and dairy 
equipment company, for 
S&5bn. 

Since the takeover, how- 
ever, Tetra Laval has contin- 
ued to derive most revenues 
from Tetra Pak, which 
accounts for more than 70 
per cent of total turnover. 
Tetra Pak’s dominance has 
been enhanced by folding 
Alfa Laval’s liquid packag- 
ing machinery into its car- 
ton materials business, 
enabling it to become an 
integrated systems supplier 
to 168 countries. 

Creating that structure 
was the prime logic behind 
the deal, which was backed 
enthusiastically by Hans 
Reusing, chairman of Tetra 
Pak at the time. 

But senior figures have 
questioned the group's deter- 
mination to pursue Alfa 
LavaL They argue the two 
companies, beyond liquid 
food processing, have not 
been fully merged and 
do not share large synergies. 

Lars Kylberg. former chief 
executive of Alfa Laval, 
believes it would have been 
wiser for Tetra Pak to 
acquire only Alfa Laval's 
food processing arm. leaving 
It with its industrial equip- 
ment and dairy products 
operations. 

“There are no synergies 
between consumer 
packaging and an industrial 
company producing pumps 
and heat exchangers for 
power stations and waste 
water plants,” says Mr 
Kylberg. "By buying the 
whole company, Tetra Pak 
paid a very high price for 
Alfa LavaL” 

It has emerged, mean- 
while. that Alfa Laval was In 
detailed merger talks with 
APV, the UK food processing 
equipment company, before 
it jumped into bed with 
Tetra Pak. Those talks were 
sufficiently advanced for 
competition lawyers to be 
consulted. 

In the packaging market, 
the Alfa Laval takeover 
looks more compelling. Its 
businesses could prove 
counter-cyclical to Tetra 
Pak, helping to underpin 
group profits as it grapples 
with slowing demand in 
Europe. 

Furthermore, the enlarged 
company has shown it will 



Gad Rausteg: spends mo* of 
ih« year In Switzerland 

sell non-core assets if the 
price is right. Earlier this 
year it sold Alfa Laval's con- 
venience food business to 
the buy-out arm of UBS. the 
Swiss bank, for an undis- 
closed sum. 

Some observers believe It 
might spin off the Alfa Laval 
industrial business in the 
future, particularly if it 
needs to raise funds for 
investment in new 
packaging areas such as 
plastics. 

Company insiders say 
there are no Imminent plans 
for such a demerger. They 
emphasise, moreover, that 
the price paid in the original 
deal has been more than 
recouped by gains within 
Tetra Pak. 

Certainly, the single- 
source supplier status in 
liquid fond packaging Is the 
envy of many rorapetitore. 

It is a neat system. The 
company leases machines to 
customers at wry modest 
margins, and then enters 
long-term supply arrange- 
ments for packaging materi- 
als at much higher margins. 
Many of the machines are 
compatible only with Tetra 
Pak materials. 

According to the chief 
executive of one rival com- 
pany. it is a difficult Sides 
technique to challenge. ’"The 
deal is Tetra Pak says 'come 
to us and well supply you 
with complete systems', then 
they tie down customers 
through multi-year packag- 
ing material contracts,'' said 
the chief executive, who 
declined to be named. 

In 1991. the European 
Commission imposed a 
Ecu 75m (SKton) fine on Tetra 
Pak for abasing its dominant 
position in the European 
Union market. The company, 
which vehemently denied 
the charges of restrictive 
practices and predatory pric- 
ing. lost its appeal in 1994. 


Tetra Laval, headquartered hi Swtaartand, fBes accounts in local currencies tor most of te 'int erna tional subtsk ftar tes. But total group 
sales are reported in Swiss francs. The aocoints of Tetra Laval's Dutch-registered holding companies, meanwhi le , are ptfjfistod in 
guilders. For the sake of clarity, dw Financial Times has restated al figures in Swiss francs at prevailing market rates 

FOUNDING FAMILY HANS SOLD BROTHER GAD HIS 50% SHARE FOR $7bn BUT FRIENDS SAY THEY DESERVE THEIR LIFESTYLE 


Fabulous wealth of the Rausing dynasty 


Nothing about the grey 
apartment block in Oster- 
malm, arguably Stockholm's 
most desirable district, sug- 
gests it is home to one of 
Europe’s wealthiest 
individuals. 

Among the brass call but- 
tons, one nameplate is 
empty. But inside, on the 
second-floor landing , a small 
sign reads simply “Rausing”. 

Finn Rausing, one of three 
family members on Tetra 
Laval's board, is not at 
home. Like his brother JOm 
and sister Kirsten, he has 
dedined an interview. Like 
his father, Gad Reusing, and 
uncle Hans, he is obsessive 
about privacy. 

An indicator of their fabu- 
lous wealth is that one mem- 
ber paid his brother an esti- 
mated J7bn far his 50 per 
cent stake, in what bankers 
dose to the deal describe as 
the largest private buy-out 
ever undertaken in Europe. 

In a country suspicious of 
conspicuous wealth, the 


Rausing dynasty prefers to 
remain unobtrusive. Gad 
and Hans Rausing left Swe- 
den in 1981, two years before 
the family patriarch, Ruben 
Rausing, died to escape Swe- 
den's punitive inheritance 
and wealth taxes. Hans now 
lives In retirement in the vil- 
lage of Wadhurst in 
southern England, while 
Gad speeds most of the year 
at Montreux, Switzerland. 

Friends say they live mod- 
estly, albeit in extreme com- 
fort. “They deserve it, after 
all," says one long-time col- 
league. “Hans and Gad 
really transformed Tetra Fak 
from a Swedish milk carton 
firm into a global packaging 
enterprise." Seventy' years 
ago, their father. Ruben 
Rausing, founded the busi- 
ness at MaimO, in southern 
Sweden, and pioneered the 
tetrahedron packaging pro- 
cess from which the com- 
pany later took Its name. 

Hans and Gad, as manag- 
ing director and deputy man- 



Rnn Rawing: obsessive shout 
privacy, race Ha father and unde 

aging director, developed 
Tetra Pak as an integrated 
process and pariragnnp mate- 
rials group. The family, as 
sole shareholders in the 
group, receives 'enormous 
annual dividends. 

An investigation by the 
Financial Times has traced 
the ultimate parent compa- 
nies of many erf Tetra Pak’s 


operations to the Nether- 
lands. Yora Holding and Bal- 
durion, both registered in 
Amsterdam, handle much of 
the group’s inter-company 
lending and make payments 
to the family foundations. 

According to last year’s 
accounts of Yora Holding 
and Baldurion, shareholders 
received combtoed divid ends 
of SFrlJ29bn ($i60m)_ Such 
dividends are enjoyed fay 
Gad Rausing and his chil- 
dren. Although Hans Raus- 
ing was widely seen as the 
senior partner to the family 
management team, he 
decided to sell his interest to 
the company in 1985. Aware 
that none of his children 
wanted to be involved in 
running the company. Haws 
offered to sell his 50 per cent 
shareholding to Gad. 

The family asked a sm a ll 
group of banks, inclu ding 
Credit Suisse, Swiss Bank 
Corporation and UBS, to put 
together a valuation and 
debt-financing psrimgn that 


would enable Gad to make 
an agreed bid for his broth- 
er's stake. 

The bankers looked to 
International Paper, Tetra 
Laval's US competitor, for a 
valuation. At the time, Inter- 
national Paper was capital- 
ised at slightly more than 
one times sales. By applying 
the same criteria to Tetra 
LavaL the banks arrived at a 
valuation of close to $l4bn. 

That required Gad to pay 
an estimated 57bn far sole 
rights. Even so, one h ank er 
recalls: “It was one of the 
fastest debt placdngs I have 
ever known, which reflects 
the outstanding nature or 
this business. It is a phenom- 
enal cash cow.” 

Some critics argue that the 
family's extraordinary- 
wealth has bred arrogance. 

Ruben Rausing, particu- 
larly since his death, has 
been widely condemned for 
an allegedly arrogant man- 
agement style. His detrac- 
tors claim he never fuilv 


recognised the contribution 
made by Erik Wallenberg, 
the Swedish engineer who 
invented the tetrahedron 
packaging concept. 

The family has roundly 
rejected such criticism, and 
can rely on supporters to 
describe them as henevotent 
owners. The truth is proba- 
bly somewhere in between. 

Of the new Rausing gener- 
ation at Tetra LavaL Finn 
Rausing is heavily involved 
In the running of the com- 
pany. Jdm. who lives near 
London, works mostly with 
the group's mergers and 
acquisitions, while Kirsten 
concentrates on her career 
as a racehorse breeder In 
Newmarket, England. 

"Finn could be in line to 
take over, but it will be lord 
for him to st:unp his author- 
ity on a group managed by 
outsiders.*' .says one family 
friend. "If he ever wants to 
become chairman, he may 
fmd it difficult to remain 
anonym i ms " 


-li* 
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MANAGEMENT GUNNAR BROCK TO SUPERVISE CHANGE 


Trusted lieutenant to lead assault on market 


Gunnar Brock is one of the 
Rausing family’s most 
trusted lieutenants. 

A polished executive, he 
has risen through the ranks 
to become chief executive of 
Tetra Pak, which is the soul 
of Tetra Laval and by far its 
largest division. 

The authorised history of 
Tetra Pak, published in 1994, 
is effusive about Mm. “His 
competence, experience, 
good judgment and well-bal- 
anced personality ensure 
that the company traditions 
are carried along into a 
bright future in a world that 
is often dark and compll- 


to reality. Mr Brock, 48, Is 
pretty tough and clear about 
his role. 

“There are four board 
meetings a year. To be a 
good owner you also need to 
know when to stand back." 
he says. “But the family is 
very visible and there’s a 
great feeling of stability with 
the o,wners. It works weH n 
Like the Rausings, he 
prizes discretion. Questions 
about margins and return on 
capital are regarded as vul- 
gar. Instead Mr Brock pre- 
fers to concentrate on mar , 
ket trends and customer 
relationships. 

Nevertheless, the former 



naval demolition expet does 
not skirt around the explo- 
sive issues facing the com- 
pany. 

“Western Europe today is 
growing very modestly. 
There are few new plants 
being built for liquid food 
packaging. It is mostly 
revamping of old plants,” he 
says. 

The chief executive 
em ph asises that Tetra Pak is 
not reconsidering its invest- 
ments. It remains a 
long-term industrial partner 
for afl its customers. 

“Our customer relations 
are of a long-term nature, 
involving both packaging 


equipment and supplying 
packaging material," he 
adds. “The equipment is 
installed as an investment 
over time whilst packaging 
material Is bought on a con- 
tinuous basis.” 

Most of those customers 
buy Tetra Pak’s famed car- 
ton processing equipment 
and material, together 
accounting for 97 per cent of 
divisional turnover. 

But Mr Brock, Swedish- 
born and now based to Lau- 
sanne, has turned Ms atten- 
tion in a new direction - 
plastic. He intends to grow 
that business rapidly, open- 
ing new plants and sales 


operations in the coming 
years. It is a difficult market 
to break into, particularly 
given Tetra Pak’s ambitions. 
Mr Brock's holy grail is to 
achieve some sort of proprie- 
torial technology in plastics 
to match the aseptic carton, 
the laminated board and alu- 
minium package which has 
proved the key to Tetra 
Pak’s relentless growth. 

What drives him and. col- 
leagues is the search for a 
technology to PET (polyeth- 
ylene terephtalate) plastic 
bottles that will capture the 
brewing industry. 

“It would be a very major 
competitive advantage if we 


were the ones to solve the 
challenge of developing an 
economically viable way of 
bottling beer in PET," he 
says. 

He is encouraging many of 
the 1,100 research and devel- 
opment scientists at Tetra 
Pak to pursue that aim. giv- 
ing them wide freedom to 
investigate possible alliances 
with innovative plastics 

mrnp anfe^ 

”10 R&D we have a tradi- 
tkm of investing heavily and 
not giving up too quickly." 
he adds. "We now realise we 
oaed to be more open and to 
a larger extent co-operate 
with external parties." 
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COMPANIES & FINANCE: UK 


PLM agrees $640m bid from Rexam 


By VlrgMa RBarah ki iondon 

and TTm Bmt h Stockholm 


P1A1. the Swedish packa^og 
group, yesterday backed a 
SKr5.l3bti f$640m) ranh take* 
over bid from Rexam after 
(ailing, to find a “white 
tought" alternative bidder. 

The PLM board said it had 
recommended the SKrUfl a 
share offer after considering 
“current prospects for the. 
industry and the fairness of 
the offer*'. 

Fredrik Arp, chief execu- 
tive, added that the decision 


was unanimous and had 
been faiwn after “consider- 
ing alternatives with other 
.. industrial and financial play- 
■ ere”. i : 

Since Rexam's bid, St 
Gobain and Pechihsy of 
Prance are understood to 
have looked at PLM, which 
is strong in cans and glass 
and plastic bottles. . 

. . The offer was pitched at 
118.- times PLMTs 1997 earn- 
ings and involves Rexam 
taking on its- debt of about 
SKr2j6bn. It la understood to 
have- been in the middle to 


lower end of the fair value 
range established by Morgan 
Stanley Dean Witter, PLATs 
adviser. 

However, in London, 
shares in Rexam, which was 
advised by Schroders, fell 3.6 
per cent on the news, falling 
to their lowest point in more 
than a decade. They closed 
down Sp at 159V>p, compared 
with 2Q3p before the bid was 
announced on November 30. 

“This is under-whelming. 
It will only become apparent 
in throe to four years time if 
this deal, as well as the sale 


of industrial p ack agi n g, does 
anything fbr earnings," said 
Alastair Irvine at Merrill 
Lynch. 

“In the meantime the risk 
has gone up. It was already 
difficult to defend Rexam as 
an investment. It’s even 
harder now." • 

Other analysts complained 
that the move, which takes 
the UK group into Dew areas 
of packaging, was inconsis- 
tent with its strategy of 
focusing the group that two 
months ago returned {230m 
to shareholders. 


Rexam is dose to selling 
its industrial packaging divi- 
sion, with SCA of Sweden 
and venture capital groups 
seen as the frontrunners. 
Analysts believe the busi- 
ness will fetch £230m-£300m. 

Excluding the disposal 
proceeds, the PLM deal Is set 
to lift Rexam's net debt to 
£88Qm - equivalent to gear- 
ing of 195 per cent - and to 
halve its interest cover at a 
time when it is feeing diffi- 
cult trading conditions. 

Rolf Borjesson. chief exec- 
utive of Rexam - a position 


he held at PLM unto 1996 - 
argues the move will make 
the enlarged group one of 
the world's top 10 consumer 
packaging groups. 

PLM'b efforts to find 
another bidder were compli- 
cated by the decision of 
Industrivarden, its largest 
shareholder, to sell its 23 per 
cent stake to Rexam before 
the offer was formally 
announced. 

Claes Reuterskold. PLM's 
chairman, is chief executive 
of Industrivarden and also 
sits on the board of SCA 


NFC mood unnerves analysts 


By Jonathan Ford 

NFC, the logistics group, 
said yesterday it was. confi- 
dent that its businesses 
would prove resilient if there 
was a sharp slowdown in the 
UK economy next year. 

Gerry Murphy, chief exec- 
utive. said the UK logistics 
market . had weakened dur- 
ing the year, particularly in 
industrial and non-food sec- 
tors, but the overall market 
remained relatively stable. 

He said that NFC bad “a 
good balance" between 
industrial, food and non-food 
contracts. “About 50 per cent 
of our contracts in Europe 
and the UK are in food, 
which should stand up bet- 
ter if there is a downturn." 

However, analysts said the 
UK outlook was continuing 
to weaken and trimmed 


their profits forecasts for 
1386-99 from £USm to about 
£UOm (8183m). 

Operating profits rose 16 
per cent to £12L9ro in the 
year to September 30, helped 
by a stronger performance 
from NFC’s restructured 
European operations. Sales 
rose by 3 per cent to £&3bn. 

Pre-tax profits were struck 
at £l34.4m (£67. 8m) after 
exceptional profits of £&3m 
(£27. 8m losses) relating to 
business disposals. Earnings 
per share were ll-2p <5.7p). 

The logistics business gen- 
erated organic growth and 
improved margins in the UK, 
continental Europe and the 
US. Mr Murphy said the 
European business had 
improved following last 
year’s restructuring, which 
closed unprofitable net- 
works. 



Gerry Murphy: pleased with the balance of contracts CoSnBeere 


Sears rejects Green’s overtures 


By Peggy Hoflhger 


Sears, the fashion retailer, 
yesterday roundly rejected a 
proposed £460m (3774m) cash 
bid approach by Philip 
Green, the retail entrepre- 
neur. as “highly conditional" 
and not reflecting the true 
value qf the business. 

The company indicated 
it had no intention of co-. 
operating with Mr Green, 
who said he was hoping to 


bid "in excess of 300p a 
share” through his newly 
created private company, 
Medinbond. 

Some shareholders in 
Sears expressed scepticism 
about Mr Green’s prospects 
of success. - 

..It is understood that 
Phillips & Drew - the largest 
shareholder with 24 per cent 
- last week Indicated to a 
previous potential bidder 
that it would not accept an 


offer of 330p, which would 
value the company at £505m- 

"If all these people are pre- 
pared to offer more than 
300p a share why isn't the 
market reflecting that?” said 
another shareholder. “We 
think that more value will 
be. realised by sticking with 
the existing strategy." 

It is thought that some 
shareholders are holding out 
for a cash payout by the 
company of up to I60p a 


share early next year, 
funded by the sale of the 
property and the financial 
sendees divisions. 

Mr Green who . was com- 
pelled by the Takeover Panel 
to clarify bis intentions yes- 
terday, add bis bid was con- 
ditional on winning the 
recommendation of the Sears 
board, as well as satisfactory 
completion of due diligence. 

The shares closed 6 J /»p 
higher at 259p. 


Pearson reiterates growth objective 


By Afison Smith 


Pearson, the international 
media group, gave an upbeat 
assessment of trading yester- 
day and reiterated Ha aim of 
delivering yearly double- 
digit earnings growth. 

In its annual statement 
before the year-end, Pearson, 
whose Interests Include the 
Financial Times, said trad- 
ing across its businesses was 
in line with expectations, 


with group revenues and 
profits continuing to rise. 

Tbh group said: “Although 
the general economic out- 
look is more difficult than tt 
was -12 months ago, the 
reshaping of Pearson, with a 
more flexible cost base and a 
smaller proportion of adver- 
tising-related revenues, is 
creating a resilient business 
better-placed to grow reve- 
nues and profits in these 
uncertain times." 


Pearson's positive com- 
ments were welcomed by 
analysts. The shares rose 48p 
torn. 10. 

Pearson said advertising 
revenues at the Financial 
Times were in line with 
expectations, despite some 
softening in the classified 
sector. It said growth in rev- 
enues and operating profits 
had. been achieved even 
though the group had main- 
tained revenue investment 


in the businesses, and was 
feeling the. effects of the 
strong pound. Operating 
profits would he £8m ($l3m) 
lower than if 1997 exchange 
rates had prevailed. 

Pearson warned that the 
performance of Penguin, the 
book publisher, would be hit 
by one-off closure costs esti- 
mated to be about £5m. 

The statement said that 
Pearson Television was on 
track to meet expectations. 
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Notice to Bondholders 
RITEK CORPORATION 

(IncotporateO wtfj 5 mfl*d kxdry in 
Taman TUB BepuMC erf Cura) 


US590.000.000 
025* ConwrtMe Bonds «*» 2005 
Adjustment of Conversion Price 
NOTICE tS HEREBY GIVEN that 
the Conversion Price shall be 
adjusted (tom NTS’! 359 to 
NT5T32JM as 8 rasadt irf If* 
Company's i»ue tor cash 
by Issuance of 40900900 
stares of common stock si 
NTS84 per share and the 
adjustment aha! become 
effective tam December 21. 
1998. trttM ngWsteaue b not 
fuiy subscribed. tfuflOtts Issue 

iriStwcanceftadandno < 

adjustment to me Comarskw 
Price wS be made, The - • 
Company w#notny the 
Bondholders of such nor* 


adjustment 


Oogd Agwcy tndTniit SweoM. 
C*Mnk.NALOitai 

««W- - • 


cmBAMor 


Securicor rises to £84m 
despite dip at Cellnet 


By ThoroM Barker 


Securicor. the security, 
distribution and communica- 
tions group* yesterday 
unveiled results at the bot- 
tom end of expectations 
because of depressed results 
from Its communications 


pre-tax profits rose from 
£3L4m to £83£m for 
the year to September 30 
although ’flie 1996-97 result 
was held back by £37j6qx of 
exceptionals. Turnover feu 
from £L3Sbn to £L22bn. 
Operating profit from 


Securfcor’s 40 per cent stake 
in .Cellnet, the mobile tele- 
phone network, fell to 

£87.8m (£95. 2m) because of 

the cost of signing up a net 
546,000 new subscribers tim- 
ing the year. 

Cellnet had 3.39m sub- 
scribers at its year end. 

Operating losses in the 
communications: division, 
which is developing mobile 
radio networks la the UK 
and US, rose -to £21 .6m 
<£16.7m). Roger Wiggs, chief 
executive, said the division, 
which had sales. of £4L2m. 
should break-even in 2000. 


Operating profit from the 
security division rose 34 per 
cent to £3&5m, helped by the 
end of last year's price war 
in cash handling, 

Mr Wiggs said costs in dis- 
tribution were £4m higher 
than projected because of a 
delay in .bringing the new 
parcel distribution hub at 
Hatfield into full operation.. 
Coupled with a slow down in 
demand for deliveries by 
retailers, it held back the 
division's operating profits 
to £2-L3m (£2&8m). 

The shares fell ISfcp to 
465p. 


Cayman Financial Brokerage House 


Forex, Futures, Options 
and Guaranteed Funds 

Telephone +1 345 94S 3100 
Website www.cfbh.com. 

. Faonrafe +1 345 945 3199 
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Approach to 
Newcastle Utd 


By Charles Pnrbfik 


Newcastle United has 
received a preliminary 
approach about a possible 
takeover, the premier league 
football dub said yesterday. 

It had been told any offer 
would “not be significantly 
in excess of HOp", the com- 
pany added. Such an offer 
would be below the 135p 
issue price when Newcastle 
floated in April last year and 
it would value the company 
at £157^ni (3261.5m). 

The club's shares jumped 
to 125p but closed down 6'/ip 
at 98V, p. 

The statement from New- 
castle followed speculation 
that it had received an 
approach from Sony Corpo- 
ration, the Japanese media 
and electronics group. The 
club declined to comment on 
the identity of its suitor and 
Sony said any suggestions 
that it was interested in bid- 
ding for Newcastle were 
Sorely speculation”. 

Newcastle said it was told 
that any offer would not be 


made until after the Monopo- 
lies and Mergers Commis- 
sion had reported on the 
£623.4m bid by BSkyB for 
Manchester United, This is 
viewed as a test case which 
will determine the regula- 
tory approach to the take- 
over of British football clubs 
by media groups. The MMC 
is due to deliver its verdict 
on March 12. 

It is understood that the 
approach to Newcastle was 
first made to Cameron Hall, 
the property development 
company which owns a 57 
per cent stake in the club. 

Cameron Han is controlled 
by Douglas Hall, a directors 
who stepped down from the 
board in March after malting 
derogatory remarks about 
club fens and local women. 
Last week Mr Hall and 
Freddy Shepherd, the other 
director to resign, were reap- 
pointed as directors. 

A ban on them selling 
their Newcastle shares, 
imposed at Dotation, expired 
on Monday. They control 65 
per cent of the company. 


BBA pays $170m 
for AMR Combs 


BylhoroM Barker 


BRA. the engineering group, 
is to buy AMR Combs, the 
US business aircraft service 
company, for 3170m cash 
from AMR Corporation. The 
deal will strengthen its posi- 
tion in the US jet services 
market 

Roberto Quarta. chief 
executive of BBA, said the 
acquisition would bring 
together the two biggest 
competitors in the US mar- 
ket, and form a base from 
which to expand abroad. 

Michael Blogg, from 


Charterhouse Tilney. wel- 
comed the move, and said 
the price looked reasonable 
and BBA was reinforcing its 
position in a growing indus- 
try. The market is believed 
to be growing at about 6 per 
cent a year. 

BBA has increased turn- 
over in the aviation division 
from £i25m ($2Um) in 1993. 
when it was dominated by 
refuelling services, to about 
£215m. AMR Combs made 
operating profits of 318.2m 
from turnover of about 
3120m in 1997. The shares 
rose 14M>p to 345p. 
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The merger talks between 
Tarmac and Aggregate Indus- 
tries had a couple of gaps In 
their foundations. The first 
was Tarmac's construction 
arm. Aggregate Industries 
wanted a partner shorn of 
this unloved business. But 
even a demerger would have 
saddled the building materi- 
als combine with perfor- 
mance guarantee liabilities, 

These are very rarely called 
upon, but investors might be 
worried. It should, however, 
be possible to ringfence these 
liabilities through the insur- 
ance market. Likewise, the 
second problem - the compo- 
sition of the integration committee - does not seem insuper- 
able. Having agreed the tough bit: that Aggregate Industries 
wins the chief executive's post. Tarmac rightly felt the need 
to share other responsibilities. This was, after all. a no 
premium merger. A good deal for shareholders should not 
founder on such rocks. 

UK Pensions 

Pensioners can toast tbe prospect of better incomes, thanks 
to tbe government's neiy proposals. But employers, and 
taxpayers on anything other than low incomes, have reason 
to be suspicious. Employers face the prospect that more of 
their workforce will be driven into occupational schemes, 
increasing their contributions. According to one estimate, it 
would cost employers an extra £2bn a year if take-up moved 
from an average of 85 per rent to 100 per rent. Outside the 
occupational sector, employers will bear the cost of organis- 
ing access to a pension scheme: small businesses will balk at 
this. The long-term fear is that providing access can easily 
be turned into providing payments. 

For the lower paid, the incentive to save for a pension 
should be increased by national insurance rebates. But if 
this replaces rebates related to age. older workers will lose 
out. It remains to be seen whether this carrot will indeed 
induce the low-paid to save more for retirement, especially 
when the state pension is being unproved. If the upshot is a 
higher funding bill, either the retirement age nil! go up - 
preferable - or taxes will. 

The measures do underpin the positive outlook for the 
pensions industry by encouraging more people to pay into 
top-up schemes. The winners will be the low-cost, mass 
providers since tbe new groups of purchasers will not be 
paying much in fees. 


Cox shares drop 
45% on warning 


By Andrew Bolger 

Shares in Cox Insurance 
plunged 45 per cent yester- 
day after the fast-growing 
Lloyd's insurer issued a 
profit warning. 

Cox said pre-tax profits for 
1998 were likely to be 30-40 
per cent below market 
expectations of about £28m 
($46m) (£20.3m for nine*, 
months). 

It blamed “certain specific 
items in the current period 
as well as more competitive 
market conditions and lower" 
investment returns". The' 
shares fell i52V f p to 186 Vjp. ■ 

Tbe company is to cut 150" 
jobs from its workforce of 
1,500 and dose its Croydon, 


south London, office. This 
would account for £800,000 of 
the “specific items”, which 
would together reduce prof- 
its by about £A3m. 

The biggest blow was from 
"significant potential 
claims" arising . from 
•extended vehicle warranties 
in North America. 

Cox said it would make 
provision for the expected 
loss, and additional reserves 
required for the two . syndi- 
cates that wrote the busi- 
ness, 590 and 1027, were 
likely to amount to £6m, 
principally relating to the 
1996 Lloyd's year. 

It was confident of return- 
ing to earnings growth next 
year. 
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Tbe FT GUIDE TO WORLD CITRRHSC1ES, pobUsbed in Mooday's 
newspaper and covering over 200 currencies, is now avaibfclc by dialing the 
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Petroleum Argus 



If you would like to advertise, or require any 
further information, please contact: 
Sherie Donovan 

Tel: 0171-373-4928 Fax: 0171-873-4296 
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AL LIANC E & 
LEICESTER CROUP 
TREASURY PLC 
£ 100 , 000,000 

Floating Bats Notes due 2002 
For ihc ibree months from liib 
December 1998 to 10th M*rf» 
1995 inehjfjtue, th£ Notes win carry 
sa nt c c H rate of 6.44453% per 


The interest umram psyibfc per 
£1DJOQO will be £158.91 and per 
£100,000 win he £1^09.06 on 
HAM*isU9<>9. 

AGENT BANK. 


*£*! BARCLAYS 


Schroder Korea Fund pic 

Warrantfiokfers am reminded that the final data for axeratee of 
warrants to aubBCrtw for shares ii tfw Company pVarrantsT Is 
December 31, 1908. 

For every Warrant held WarmnthoWers may, subject to trie terms and 
concfifrons of the Warrants, subserbe bi cash at any tune up Do and 
Including December 31. 1896, for one Oidnary Share of S0.01 in the 
Company at the price of S1Q.OO payable In hd In cash on sutacripdoa 

Warrant rights may be exercised by comptebor of the Warrant 
Exercise Notice endorsed on the Warrant Certficate in respect 
thereof, and deftvery to the registrar. The Chase Manhattan Bank, 
1 Chase Skte, Bournemouth, Dorset, BHT 7DB. Warrant Rights 
evidenced by Abrrant CartiRcates In bearer form may be examteed by 
completion of a Warrant Exercise Notice In the form approved by the 
Company (which may be obtained on written request horn Eurodear 
or Cedef). and delivery to Euradaar or Cadet In both esses on any 
day on which banks are oped for business in London and New York 
during the Subscription Period with payment in Doflars tor same day 
value in accordance with the warrant Exercise Notice of the total 
SubecripOon Price In respect of the Shares to be subscribed pureuant 
to axerdse of such Warrant Rights. 


The Chase Manhattan Bank 
for and on behalf of 
Schroder Korea Fund pto 
December 16, 1998 


CHASE 


U.S. $400,000,000 




Santander Financial issuances Limited 

(Incorporated in the Cayman islands tntfi Bmtted SabSty) 

Subordinated Undated Variable Rate Notes 

with payment of Interest subject to the profits of 
and secured by a subordinated deposit wtth 
Banco Santander, S JL 


Notice bs hereby raven, that for the Interest Pariod from 
December 16, 1998 to March 16, 1999 the Notes will carry 
an Interest Rate of 6 .2 126% per annum. The amount of 
interest payable on March 16. 1989 wffl be U.S. $3,88241 
per U.S. 5250,000 principal amount of Notes. 

By: The Chase Manhattan Bank 
London, Agent Bank 

December 16, 1998 
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TECHNOLOGY & MANAGEMENT 



LOUISE KEHOE 

IN SAN FRANCISCO 
EAGLE EYE 


Unwelcome visit from 
a worldwide prankster 


Viruses are annoying, and their creators are getting cleverer ail 
the time. The moral: prevention is better than cure 


How would you feel? U was 
Monday mornin g and the 
news was coming in thick 
and fast . . . Oracle, Sun and 
Microsoft were unveiling 
plans and investments 
. . .the phone was ringing 
constantly. E-mails had piled 
up overnight But the 
number one priority was to 
write an urgent letter. “Dear 
Lee,” it began. Immediately, 
that annoying little 
paperclip figure, familiar to 
Microsoft Word users, 
appeared offering “help". As 
usual, I clicked to close him 
down. But what seemed to 
be a cheeky response popped 
up on the screen: “I think 
Louise Kehoe is a big jerk." 

“Well. 1 think you are a 
jerk too," I told the 
inanima te object sitting on 
my desk. Still, it got to me. 
Was this a prank? Had 
somebody been fiddling with 
my computer? Or were the 
Microsoft conspiracy 

theorists right? But this was 
no joke. As I opened and 
closed other Word files, the 
insult appeared at every 
turn. Finally, the penny 
dropped. This was a 
computer virus. 

Thousands, perhaps tens 
of thousands, of computer , 
users started their working 
week with similar, 
personalised electronic 
insults. These messages 
were delivered without 
courtesy by the “ClassJT 
virus, (also known as 
Class .Poppy after the online 
.name of its creator) which is 
reaching epidemic 
proportions. “I’ve never seen 
a virus move so fast," says 
Vincent Gullotto, manager 
of Network Associates' 

Avert (anti-virus emergency 
research team) Lab, which 
bunts down new viruses and 
creates “anti-viral” software. 


Class -B is one of many 
“macro viruses” spread via 
Microsoft Word e-mail 
attachments. This strain 
activates on the 14th of any 
month. Fortunately the 
errant program causes little 
harm. However, once 
activated, it infects every 
Word document opened on 
your computer, and is 
automatically transferred if 
a file is sent via e- mail. 

E-mail is now spreading 
computer viruses in much 
the same way aircraft spread 
biological viruses. Avoiding 
viruses is becoming very 
difficult Time was when a 
few precautions - not 
sharing floppy disks or 
opening e-mail attachments 
from unknown parties - 
could minimise risks. 

But the virus writers get 
smarter all the time. 

Another virus program - 
one of the more than 20,000 
identified - automatically 
sends itself via e-mail to half 
a dozen of the people in the 
contacts file of your e-mail 
program. The “sender" of 
these time bombs is shown 
as the person whose 
computer was last infected. 

It is possible, therefore, to be 
infected by an e-mail that 
appears to have been sent by 
a friend or colleague. 

“Every time we create a 
new element of protection, 
there is a reaction [from 
virus creators]," says Peter 
Watkins, vice-president of 
NA’s NetTools security 
products, like car 
mechanics and computer 
■technicians, anti-virus 
. software developers are 
-people whose services we 
would all prefer not to have 
to employ. Yet when 
something goes wrong, they 
are a godsend. This 
computer user, for one. has . 
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learned her lesson. Install 
anti-virus software, update it 
once a month or so, and you 
have a good chance of 
avoiding unwelcome 
interruptions. 


Eagle Eye flew to London 
last week and was pleased to 
find a vibrant community of 
internet entrepreneurs. 

What is the difference 
between UK entrepreneurs 
and those in the Silicon 
Valley, I asked. 

The answer was provided 
by John Taysom, a director 
of Reuters' high-tech 
investment arm, who during 
his time in Silicon Valley 
was among the first to 
recognise the potential of 
Yahoo!, securing a holding 
for his company long before 
the internet publisher 
became a big name. 

Now based in London. Mr 
Taysom chided British 
high-tech entrepreneurs for 
being too tame . They do not 
aim high enough, he said. 

The tendency was to set 
modest goals and build 
organically, rather than 
seeking out big backers. In 
contrast, the founders of 
Silicon Valley start-ups 
search out venture capital 
investors, aim for the skies, 
and often fail to live up to 
their grandiose plans. 

Some would say this is a 
cultural issue: that Brits are 
more risk-averse than 
Americans. This Is 
poppycock. Silicon Valley 
entrepreneurs are not 
“American". They are 
immigrants from Europe, 
Asia, Africa... the world 
over. They are migrants 
from the Midwest, the south 
and the east coast. Very few 
are native Californians. _ .... 


Does internet technology 
enhance the ability of 
women to achieve a better 
balance between demanding 
jobs and family 
responsibilities? This was 
topic number one at a rare 
gathering of female Silicon 
Valley executives and 
writers this week. 

The good news: internet 
technology makes it easier 
to work at home or 
“telecommute”, enabling 
mothers to spend more time 
with their families. The bad 
news: female executives are 
answering business e-mails 
in their kitchens, even as 
they wait for the microwave 
oven to warm dinner. 

The bottom line: internet 
technology helps all workers 
to stay in the loop whether 
in the office or at home. 


Share your views in the 
Eagle Eye discussion group 
on the FT web site 
(www.FT.com) or contact 
Louise Kehoe by e-mail on 
_lfcehoe^.3x.netcom.com . . 
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The real difference is that 
in California there are 
numerous role models. 

There is also in “the 
Valley” an established 
Infrastructure to support 
new ventures. The “money 
men" of venture capital 
groups play a key role. So 
too do lawyers, accountants, 
headhunters and even rental 
a gpnN; and equipment 
suppliers, many of whom are 
willing to take stack in 
fledgling companies in lieu 
of cash payments. 

Silicon Valley has grown 
and prospered because the 
process of forming and 
building a business has 
become Institutionalised and 
the support services that 
new companies need are 
made readily available. 



INFORMATION TECHNOLOGY HOME COMPUTERS 


Cash-in time on chips 


With prices falling over the past year, Paul Taylor says It may 
well be, as manufacturers claim, a good time to buy a PC 


P Every Christmas 
Intel, the world's 
largest chip maker, 
and the leading personal 
computer makers tell 
would-be home PC buyers 
that there has never been a 
better time to purchase a 
new machine. This year they 
could just be right 
PC prices have dropped 
sharply over the past 12 
months, spurred on by the 
growing competition 
between Intel and its rivals, 
AMD and Cyrix, fierce com- 
petition in the retail market 
and the inc reasing sophisti- 
cation of PC buyers. 

In the US for example, PCs 
built around microproces- 
sors made by AMD and 
Cyrix took 30 per cent of the 
under SI ,000-market in the 
third quarter - a substantia] 
increase over previous peri- 
ods. 

Next year will see consum- 
ers presented with an even 
wider choice in terms of pro- 
cessors as Intel speeds up its 
counter-attack on the low- 
price PC market with faster 
versions of its Celeron pro- 
cessor. 

Meanwhile. AMD is due to 
roll out Sharp tooth, the suc- 
cessor to its highly success- 
ful K6-2 microprocessor, and 
is promising a family of 
chips to rival the perfor- 
mance of Intel's high-end PH 
processors but costing 25 per 
cent less. These wflU include 
a K7 processor running at 
500MHz and based on Com- 
paq Computer’s 200MHz 
Alpha EV7 bus (connection) 
technology. Both Sharptooth 
and K7 processors are 
designed to compete with 
Intel’s 500MHz Katmai pro- 
cessor which is due to be 
launched early next year 
and will accelerate 3D and 
other graphics applications. 


By the end of 1999 Intel is 
expected to have launched 
processors running at 
S00MH2 or 700MHz - the last 
of Intel's 32-bit chip family 
before the delayed launch of 
Its 64-bit Merced micro- 
processor in 2000. 

All this new computing 
power is iikelv to be put to 
good use over the next year 
as home networks begin to 
appear. Microsoft launches 
Office 2000 - the latest ver- 
sion of its best selling office 
suite - and the worlds of 
computing, communications 
and consumer electronics 
continue to converge. 

Already the rapid accep- 
tance of the internet as a 
communications medium 
and the web as a huge infor- 
mation resource and online 
shopping mall has spurred 
sales of fast 56K modems 
(transmitting at 56.000 bits 
per second) and ISDN com- 
munications devices. The 
next year is likely to see a 
growing clamour for new 
high-speed internet access 
services including cable 
modems, ADSL (Asychron- 
ous Digital Subscriber Line) 
devices and digital satellite 
servioes such as -DirectPC's 
service in Europe, 

Inside the PC, DVD drives 
are beginning to replace 
standard CD-Rom drives, 
enabling the home PC to 
play music CDs, show films 
or perform well as a games 
console. 

Meanwhile, the capture, 
storage and manipulation of 
digital still and video images 
has become one of the hot- 
test areas for PC peripheral 
manufacturers. 

The latest crop of “mega- 
pixel" digital cameras such 
as Kodak's DC 260, Fuji's 
MX700 and the Olympus 
C-1400L, indicate that digital 


photography has finally 
come of age. They can pro- 
duce images that rival those 
of standard 35mm cameras 
yet can also be stored and 
manipulated on a personal 
computer - or e-malled 
across the internet. 

Scanner and printer mak- 
ers have also recognised this 
growing market, producing 
both higher quality and 
lower cost machines. A high- 
definition digital scanner 
such as Agfa’s SnapScan 


Next year is likely 
to see a clamour 
for high-speed 
internet access 


services 


1236s can now be bought for 
£150 ($249) or less while n 
“photo-realistic" inkjet 
printer from Hewlett- 
Packard, Epson or Lexmark 
costs about the same. 

Most leading fax. printer 
and scanner makers, Includ- 
ing Hewlett-Packard. Sam- 
sung and Xerox, have also 
begun to produce multifunc- 
tion devices that combine 
these features into a single 
desktop unit ideally suited 
for the small business or 
home office. 

In the camcorder world, 
digital devices are rapidly 
replacing their analogue pre- 
decessors and can be bought 
for £1,000 or less in the UK. 
Adding a video capture card 
and editing software turns 
the PC into a powerful edit- 
ing suite capable of satisfy- 
ing most budding Spielbergs. 

However,’ storing digital 
images, still or video, 


requires sumptuous 
amounts of storage space. 
While hard drives of 6.4Gb 
(gigabyte) used to he consid- 
ered big. many PCs now 
come with 9Gb drives or 
larger, together with one or 
other of the competing 
super-floppy storage devires 
- Iomega's Zip drive or the 
LS120 drive. 

For those wlm need to be 
able to store large picture 
files or archive material 
safely, recordable ami re- 
writable CD-R and CD-RW 
drives are also gaming popu- 
larity. Using a CD-R drive. 
650Mb of data can be perma- 
nently stored for less than 
the price of a blank record- 
able disk. 

In monitor, the next big 
trend is already under way. 
A sharp fall in liquid crystal 
display prices has enabled 
the leading monitor manu- 
facturers such as Nokia, 
Livama and Vievrsonic to 
begin to produce LCD panel 
displays far desktop use at 
prices home consumers can 
begin to afford. 

The falling price of LCD 
technology is also a key rea- 
son for the improved afforda- 
bility of portable PCs, rang- 
ing from Toshiba's 
diminutive Libretto to high- 
end machines such as Dell's 
Latitude CPi laptop. 

One of the most striking 
developments in the hard- 
ware industry over the past 
few months has been the 
emergence of a new breed of 
ultra-thin notebook PCs. 

Among them Sony's VAIO. 
clad in a silver and purple 
magnesium case. Sharp's PC- 
AlOO and Mitsubishi's super- 
slim Pedion point the way 
towards portable machines 
that still provide high perfor- 
mance computing power. 


A second article on consumer 
electronics will appear on Fri- 
day 



JOHN W. HUNT 

ADVISES 


The value of conflict 


Too many boards put the stress on harmony. Argument 
overcomes complacency, allowing change and creativity 


Dear Professor Hunt, 

There has been a large 
number of high-profile 
boardroom disputes over the 
last few months, including 
those that have shaken 
Marks & Spencer and 
Barclays Bank m the UK. 
What does this tell us about 
the way we run our 
businesses, and is this the 
| sort of image we want to 
present to competitors in 
other countries? 


Prof Hunt replies: 

We do not necessarily need 
less boardroom conflict - 
perhaps we even need more. 
AH goal-directed. 
Interpersonal relationships - 
whether in families, 
partnerships or company 
boardrooms - need conflict. 

Conflict can be a source of 
energy and change that can 
revitalise, break the all -too 
comfortable mould, and 
stimulate creativity and 
innovation. It can force 
those involved to question 
the processes and 
procedures that, through 
familiarity, have become no 
more than ritual. 

On boards this familiarity 
can negate the very reasons 
members were brought 
together. In order to avoid 
conflict, healthy 
disagreement and debate is 
contained. “Deviants" are 
corrected and innovation 
blocked. 

The extent to which this 
happens depends, in part, oh 
nationality. In some cultures 
board members are more 


likely to assess each other 
and to bring inequities and 
inefficiencies to the surface 
and confront them. In other 
cultures - and I include the 
UK and US In this category 
- such confrontation is 
regarded as uncivilised, and 
inequities or inefficiencies 
are brushed under the 
corporate carpet When the 
time bomb of denial 
explodes, it does so with the 
kind of dramatic and public 
effect that makes us wonder 
Just who is running the 
show. 

In other cultures 
disagreement and debate are 
encouraged and there is also 
much less embarrassment 
when conflicts become 
public. For example, in the 
confrontational Dutch 
culture, board members can 
be very blunt with each 
other without any threat to 
the position of the 
individuals in conflict or the 
board as a whole. 

The problem for those 
societies where 
disagreement is suppressed 
stems from a confusion 
between “cognitive" and 
“affective" conflict. 
Cognitive conflict is 
energetic, heated, voluble 
debate about issues, 
solutions, appointments, 
strategies. It is constructive 
and, out of necessity. Is 
important to the board 
because directors have to 
represent the almost 
irreconcilable interests of 
divergent stakeholders. 

Affective conflict, cm the 


other hnnri, js 
highly-charged, emotional 
conflict of the “Yes you did". 
“No I didn't" variety. 

Anyone who has 
experienced the termination 
of a longstanding 
relationship will know how- 
gut- wrenching the affective 
conflict that signalled the 
final breakdown can be. It is 
characterised by insinuation 
and bitter recrimination as 
fact and emotion collide. 
Once ensnared in this form 
of conflict individuals, 
organisations, groups and 
even empires appear to fall 
into an emotional downward 
spiral. 

My concern is that fear of 
affective conflict gives rise 
to a model that is almost as 
bad. Supported with 
worrying enthusiasm by 
many business school 
researchers and even more 
management consultants, 
this model is a strange 
combination of Japanese and 
American values that sees 
the group or the team as the 
solution for every decision. 
Central to the model is a 
conflict-free environment in 
which cooperation and 
harmony are desirable ends. 

It is true that 

organisations do depend on 
co-operation and harmony 
more than disharmony. 
Co-operation is essential to 
companies whose purpose is 
to deliver products or 
services. However, Just os 
affective conflict can become 
destructive, so too can 
excessive harmony. 


Eliminate cognitive conflict 
and harmony becomes 
soporific. Critical faculties 
are lost and Innovation 
disappears. 

The important issues for a 
chairman are how much 
disagreement and how much 
harmony to encourage; how 
much cognitive conflict and 
how much affective conflict 
there should be. Interest by 
academics and managers in 
creative processes is 
pointing to a greater share of 
cognitive debate. Locating 
and exposing disagreement 
as a basis for cognitive 
conflict has become a 
managerial goal. Once 
located, the conflict is 
stimulated in the belief that 
this will lead to innovation 
and change. 

Boards, os a rule, maintain 
the status quo. They an? 
rarely innovative and most 
directors would not see that 
as the board's function. 

All groups of people need 
disagreements from time to 
time. Just as lovers have 
tiffs or married couples have 
rows or families have 
disputes or politicians 
engage in verbal gymnastics, 
so too should boards of 
directors. Without that 
release of energy boards 
become averse to conflict. 
Thank goodness every so 
often affective conflict 
burets through to force a 
change. 


John IV. Hunt is Professor of 
Organisational Behaviour at 
London Business School and 
a consultant to private and 
public sector clients. This 
column appears fortnightly. 
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BiROreAN OVERVIEW 

By Martin Dickson, 
Financial Editor 


European equity markets 
moved modestly higher yes- 
terday in dull pre-Christmas 
trading, with the telecommu- 
nications sector producing 
the strongest performance. ' 

The FTSE Burotop 100 
index closed at 2£4&£4. up 
15.83, while the broader 
FTSE Eurotop 300 index- fin- 
ished at 1,102:25. up 5.93 
points. 

The FTSE Ebloc 100 index, 
which tracks the largest 
companies from countries 
joining economic and mone- 


FfSE Bribe 100 
Max 


tary union next month, fin- 
ished the day up 547 points 
at 919.34. 

The launch of the euro on 
January 1 is already having 
a pronounced effect on mar- 
ket liquidity, with traders 
winding down operations 
ahead of the Jong-New Year 
weekend when shares will 
be redenominated in euros. 

The best performing sector 
of the day was telecommuni- 
cations, which rose 2.04 per 
cent, helpedby a strong per- 
formance from Vodafone, the 
UK mobile phone company. 

The UK's telecommunica- 
tions regulator’s review of 
prices imposed a much more 
lenient pricing regime than 

Bond yieldcurre 
Par cant (Qecanfaer .l S 1963). 


had been expected. 

KPN. the Dutch telecoms 
group, was another gainer, 
following Microsoft's 
announcement that it would 
invest in a US joint venture 
partner of KPN. 

The building materials and 
merchants sector dosed 1.43 
per cent higher, while chem- 
icals gained 1.17 per cent and 
electronic and electrical 
equipment 1.22 per cent. 

Leisure and hotels gained 
1.37 per cent and life Insur- 
ance was up 1.02 per cent 
Falling sectors included 
diversified industrials, down 
1.40 per cent, alcoholic bev- 
erages, off 1.95 per cent, and 
brewers, pubs and restau- 


rants, which finished down 
L78 per cent 

Meanwhile, a research 
report from Salomon Smith 
Barney, analysing the likely 
supply of new equity in 
European markets, said the 
calendar was building up 
rapidly and the first half oT 
1999 looked set to become a 
very busy period. 

The report argued the bulk 
of initial public offerings 
over the next few years was 
likely to come from coun- 
tries where the market capi- 
talisation to gnus domestic 
product ratio was the lowest 
The potential would be high- 
est in countries such as Italy 
and Germany. 
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THE ROYAL BANK OF CANADA 
L^jaVWJOO^OO Hearing R*o 
DebenmidiJs2DBS 
NOTICE IS HEREBY GWEN lh« Tto 
Sw Irtores Ptofod commanding 
on 17th tacomtnr. 199B, the Notts 
wIB tear hiterast st tha rata of 
SMC per annum. Tha Intarnat 
payable on TTth March. IS9S 
Ma in* C oupon No. 52 unH be ULS. 
mBB37Sper OS.$1JOO nomlnaL 
Agent Band 
ROM!. BANC 
OF CANADA 


The Successful Co-operation of 
New Markets in Europe 



EURO.NM 

EURO.NM Belgium, Brussels 

Le Nouveau Marche, Paris 

Neuer Markt, Frankfurt 

NMAX, Amsterdam 

Key Figures (end 11 / 98 ) 

All-Share Index +121.0% (since 1/1/9B) 
Number of Companies Listed 165 (as of 11/12/98) 

Market Capitalisation ECU 28.4 billion 
Total Capital Raised (at IPO) ECU 4.1 billion 
Average Daily Trading Volume ECU 88.8 million 
Market members 620 


Web site: www.eurc>nm.com 


E-mail: infb@euronm.com 


EUFXXNM 1$ a European ftwwmio famst Grouping operated by Drenacha B0rs& La Sod«a du NoutMu MbkM. 
MAnwHRtain ferehanpM and Baa Bnresels Etchangto Dhce«ntMrl988 



EUROPEAN INVESTMENT BANK 
m 1,000,000,000,000 fun 

1995 - 2000 

In accordance with the provisions of the Notes, notice is hereby 
given as follows: 

• Interest period: December 15, 1 99$ to March 1S.19W 

• Interest payment date: March IS, 1999 (90 days! 

• Interest rate: 3.05297% per annum 

• Coupon amount: I'll. 38,1 63 per note ofFTL 5.000.000 

m. 381422 per note Of HL 50.000.000 

Agent Bank 



PERSONAL 


PUBLIC 

SPEAKING 

Training and speech 
writing by award 
winning speaker. 
First lesson free. 
Tel: (01727 881133) 
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MIF 
launches 
two new 
products 

By Vincent Boland 


Italy's financial futures 
market has launched two 
products following its entry 
into the Euro-Globex deriva- 
tives alliance with its coun- 
terparts in Paris and Madrid 
in a bid to capture more 
business after the euro’s 
introduction next year. 

MIF. the derivatives arm 
of the Borsa Italians, said 
trading in its futures an 
long-dated Italian govern- 
ment bonds (BTPs) and one- 
month eurlbor futures would 
begin on January 4 after 
approval from Consob. 
Italy's market watchdog. 

The Italian government 
has so far issued only L80bn 
of 30-year bonds, but Raf- 
faele Jerusalmi, MIF chair- 
man, said liquidity at the 
long end of the curve was 
expected to Increase sharply 
as the Treasury sought to 
extend the maturity of its I 
domestic borrowing. 

Italy's credit risk is expec- 
ted to remain slightly higher 
than that of other core euro- 
zone countries, and BTPS are. 
unlikely to be included in 
long-dated multi-issuer con- 
tracts being developed. “Our 
new contract makes spread 
trading possible between 
BTPs and other long-dated 
bonds” Mr Jerusalmi said. 

The introduction of the 
one-month euribor contract 
follows the adoption by 
Matif, the Paris derivatives 
market, this year of euribor 
as the benchmark for its 
three-month future and 
option. MZFs one-month con- 
tract will be traded on Euro- 
Globex, linking Matif, MIF 
and Meff, the Spanish deriv- 
atives market 

Mr Jerusalmi predicted 
that a futures contract on 
10-year BTPs Hsted on Iiffe- 
would be eclipsed by the 
new BTP contract 


SOVB™mBONDS_ 

By Arkady Ostrovsky tn London 
and John Labate in New York 

Prices mainly drifted lower 
in thin volumes as investors 
continued to dose positions 
ahead of the holiday season 
and the launch of the euro. 

David Brown, at Bear 
Stearns In London, said: “It 
looks as if we have finally 
entered into the spirit of 
Christmas profit-taking and 
year-end consolidation.” 

The markets shrugged off 
a widely expected 20 basis 
points cut in Sweden's inter- 
est rate which now stands at 
3.40 per cent - only 40 basis 
points above the euro con- 
vergence rate. 

Yields on Swedish bonds 
rose slightly after the Riks- 
bank said this was the last 
cut for the time being. 


Investors were also unim- 
pressed by UK inflation fig- 
ures for November showing 
the underlying RPIX mea- 
sure hitting the Bank of 
England’s target annual rate 
of 2^ per cent for the fourth 
month running. 

The March future on the 
10-year UK gilt settled 003 
higher at 118.59 after faffing 
In early trading. The short 
end of the mar ket also gave 
up some of Monday's gains 
and the yield on the two- 
year gilt rose by 8 basis 
points to -L 82 per cent 

“UK inflation data might 
have been in line with expec- 
tations, but the market has 
become used to price data 
undershooting market fore- 
casts,” Mr Brown said. 

Analysts said some profit- 
taking in the market was 
inevitable after several 
weeks of impressive perfor- 


INTERNATIONAL CAPITAL MARKETS 


Change in 
investing 
pattern 
in US 


Prices fall in thin volumes 


manoe but that the appetite 
for gQts would soon return. 

There was nothing to 
Underpin European mar kets 
and the March contract on 
the 10-year German bund fell 
023 to 115.83. . 

Wim Duisenberg, the pres- 
ident of the European Cen- 
tral Bank, said policy-mak- 
ers should find another way 
of stimulating the European 
economy besides hoping for 
more interest rate cuts. 

“Monetary policy cannot 
do much more. Interest rates 
are at a historic low and 
have limited impact on 
investment,” he told a Ger- 
man newspaper. 

Italian BTPs outperformed 
the German bond market, 
with BTP spreads over Ger- 
man 10 -year bonds narrow- 
ing to just 16 basis points. 

US Treasuries pulled back 
in thin trading as stocks on 


Wall Street rebounded from 
Monday's - sell-os' and the 
dollar gained ground against 
other currencies. 

By early afternoon the 30- 
year bond bad lost ft to 
1033. sending the yield up to 
5.009 per cent The 10-year 
note was down ft to 101ft, 
yielding A599 per cent while 
the two-year note fell ft to 
IMS, yielding 4-438 per cent 

“The driving force is the 
equity market," said Dennis 

Hynes, at R.W. Pressprich. 
“We are on bold [in Trea- 
suries] for the balance of the 
week until we get [President 
Bill Clinton’s] impeachment 
vote." 

Little economic news is 
expected this week, suggest- 
ing that Treasuries win con- 
tinue to follow stock trading 
into the House of Represen- 
tatives’ vote on Impeach- 
ment, expected tomorrow. 


Anglia Water in 30-year offer 


By Vincent Boland 

Anglian Water became the 
latest UK water utility to 
.Issue at the long end of the 
sterling market yesterday, 
w hile Finland added to an 
pyisHng bond in a deal that 
left some members of the 
syndicate than amused. 

Anglian, which was down- 
graded last week from AA to 
A after October's price cuts 
initiated by Ofwat, the 
industry regulator, issued 
£200m of 30-year bonds 
priced to yield 190 basis 
points over the underlying 
UKgOL 

Other water companies 
have tapped the sterling 
market in recent weeks fol- 
lowing Ofwat’s move, 
prompting a credit rating 
review of the sector by the 
ratings agencies. 

“The market had priced In, 
or certainly accepted, that 
the sector would not remain 


New international bond issues 
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at the level it was at after 
the Ofwat decision," said a 
banker at Barclays Capital, 
joint lead with JJP. Morgan. 

The bonds were placed pri- 
marily with UK institutions, 
which have a big appetite for 
longer-dated issues, particu- 
larly from the corporate sec- 
tor, the banker said, and 
were tr ading late yesterday 
at a bid/offer spread of 
189bp/185bp after the launch. 

Finland added E525m to 
an E50Om, five-year Issue 


launched last month, creat- 
ing a new benchmark . issue 
in that part of the yield 
curve. The tap was priced to 
yield nine basis points over 
the underlying five-year 
bund, compared with 12 
basis points for the initial 
issue. The combined issue is 
fungible with a DMlbn band 
issued in January, creating 
an El.5bn benchmark. 

Bankers in the syndicate 
were unhappy that Paribas, 
HSBC and Merrill Lynch, 


joint leads, demanded the 
names of their investors, 
saying it was an “unusual 
and unnecessary” move, and 
some declined to participate. 

A banker at Paribas 
defended the demand, saying 
the lead managers wanted to 
ascertain the correct size of 
the issue, which attracted 
Interest from Japanese, Ger- 
man and Swiss buyers. “It 
was an entirely appropriate 
thing to do at this time of 
the year,” he said. 


By Vtacent Boland 


Private US investors now 
own more shares in foreign 
companies than US institu- 
tions, and the trend is expec- 
ted to continue for the next 
few years, according to a 
study to be released today. 

The study, by Citibank, 
shows that Individual US 
investors account for 55 per 
cent of total US investment 
in foreign equities compared 
with 21 per cent in 1991. The 
hanv estimates the propor- 
tion win rise to more than 59 
per cent by 2003. 

The study Is based on 
trends up to the end of 1997 
in the ownership of Ameri- 
can depositary receipts, a 
means by which non-US 
companies can have their 
shares listed in the US. 

James Donovan, global 
managing director of deposi- 
tary receipts at Citibank in 
New York, said the rise in 
retail ownership of foreign 
equities was understandable 
“given the wealth of educa- 
tional information, that ft nc 
become available to the 
retail investor in recent 
yeark”. 

The growing use of ADRs 
by non-US gompanias mak- 
ing US takeovers, and 
increased purchases of equi- 
ties through 401(k) retire- 
ment accounts, are among 
the main factors behind the 
trend. “Thee has been much 
more asset allocation and 
portfolio adjustment among 
retail investors than any- 
body anticipated," Mr Dono- 
van said. 

US investor demand for 
foreign equities rose 260 per 
cent between 1991 and 1997, 
to more than fl^OObn, and 
the study says demand will 
double again by 2003. A ris- 
ing proportion of demand is 
for depositary receipts 
rather than ordinary shares. 
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CREDIT RA TINGS 

S&P puts Portugal on a 
par with Italy and Spain 

Standard and Poor's, the credrti^^V; JJ J*** 

^Portugal's long-term i*^*”*"^ - 

the country on a p^wWi SAPutftft* 

§£5* Snsk. currency, in *Nch 

SteSsd real and nominal economic convergence wwi 

X SSSpSSwwTi sou nd "i^occoqwic 

fiscal ccmoMWteOte yS.* **- 

SonTsteble exchange rate «« which 
■n» structural reform of the Portuguese econonnr,»™cn 

Indu^dato^achins ^’“"‘’S^’SSSwSgMeeh 

deregulation of the labour W 

of sTpar cent on average area 1 ^a^one <* mr 

est unemployment rates in the EU. 

However, economists say that afthoughPtoru^aina^ 
has the same credit rating as f 
to be priced below Italy, because te 
-EMU will improve the credit ratings of | 
but Portugal will stili pay a certain liquidity premHfln. wd 

Phyifc Reed at Barclays Capital. ^ 

S&P saw Portugal stfll needed 
fiscal reform, especially in the health and social security 
sectors. Arkady Ostrovsky 

DERIVATIVES 

China to cut futures exchanges 

China said yesterday it would cut its 1 4 futures exchanges 
to three next year in a bid to stop speculation. Theinreii 
that will remain are the futures exchanges in Shanghaijne 
country’s financial centre. Dalian, the north-east port, ana 
Zhengzhou, capital of central Henan province. 

The number of commodities traded on related markets 
would be cut from 35 to 12, according to XaihuaMha offi- 
cial news agency, and the guarantee margin would be 
raised from 5 to 10 per cent The agency said China h«d 
achieved this year’s targets for regulating the futures mar- 
kets and wanted to curb speculation to ensure further con- 
solidation. Jt plans to improve the legal framework govern- 
ing the futures market and will standardise operations of 
futures exchanges and restructure brokerages. 

China’s first futures markets were bunched m the eerty 
1990s and reached 60 exchanges with almost 50 com- 
modities traded. Speculation and fast but poorly regulated 
development pushed prices of some futures contracts to 
“{national levels” and helped fuel runaway inflation in 
1993-94. The authorities brought in measures to re^iete 
the industry by merging or shutting exchanges. The num- 
ber of brokerages fell from more than 1 ,000 to 200. 

In September, futures regulators revoked the licences of 
- 12 brokerages for illegally trading overseas commod&iM 
and other irregularities. A fiather 24 had their licences 
revoked last year. Reuters 
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fails to challenge yen strength 


WGRLB INTEREST RATES 


By Alan Beattie 

Strong capital flows and end 
of year book-keeping buf- 
feted the dollar yesterday as 
economic drivers took a 
backseat 

Having climbed from Y115 
against the yen in late Euro- 
pean trading on Monday to 
oyer Y117 in the Asian ses- 
sion, the dollar then «»n^ 
back somewhat to dose in 
London trading yesterday at 
YUBA 

Despite a flow of news 
which should have been neg- 
ative for the yen, the dollar 
laded to make any sustained 
headway against the trou- 
bled Japanese currency. 

Unless something dra- 
matic happens in the last 
couple erf weeks before the 
end of the year, the dollar 
seems set to yaw aimi^ y 
in the Y110-120 region 
against the yen. 

"It frustrates economists 
like me, but technical things 


POUND SPOT FORWARD AGAINST THE POUND 


nteg Onega 


bke hedge funds squaring 
their books before the end of 
the year are bouncing the 
dollar around for more than 
the fundamentals," said Carl 
Weinberg, chief economist at 
High Frequency Economics 
in Valhalla. New York. 

"The dollar has not bene- 
fited from a stream of news 
out of Japan over the past 
couple of days which should 
have been negative for the 
yen," he added. - 

Since the beginning of the 
week another Japanese 
bank, the Nippon Credit 
Bank has been . declared 
insolvent and nationalised, 
the Tankan survey of the 
Japanese economy has prom- 
ised moire weakness -ahead 
and the Tokyo bond markets 
have been swept with 
rumours of Y70,000bn in new 

■ POUND IN NEW YORK 
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government bond issuance, 
threatening more sharp foils 
in bond prices. 

But the yen has nonethe- 
less strengthened against 
the dollar. “There is no ratio- 
nal economic reason for the 
dollar's falls against the 
yen," said, Mr Weinberg. 

He thought fundamentals 
would reassert themselves 
almost immediately in the 
new year to drive the yen 
lower. 

“I expect the turn of the 
year to be an inflexion 
point," he said “Yen bulls 

♦ jhrailrt thlwk again ” 

■ Almost unnoticed in the 
atmosphere of torpor which 
hangs . over the foreign 
exchange markets, the 
steady drip of dollars from 
the Brazilian economy has 
started to -flood. 

Outflows from the Brazil- 
ian economy in the past two 
days have totalled nearly 
film, aver & fifth of the first 
tranche of the IMF's aid 
package to the country. 


Owner tek* 


.Dollar 
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And with sharp falls in the 
stock market this week her- 
alding the removal of what 
small amounts of foreign- 
owned capital still lurk 
there, the prospects tor the 
sort of private investment 
the IMF wants to encourage 
are not good. 

Michael Burke, econo mist 
at economic consultancy 
Burke and MacKinnon in 
London, thinira that the end 


for the real's peg could come 
before the end of the year. 
‘The government itself esti- 
mates that interest pay- 
ments and redemptions on 
bonds total f5bn in Decem- 
ber alone," he said. 

"And with a further $20bn 

falling due in 1999, the IMF's 

money is barely going to be 
able to cover this, never 
mind the budget and current 
account deficits." 

Mr Burke reiterated his 
long-held view that the Bra- 
zilian fiscal stringency plan 
was no more than a point- 
less "virility test” for the 
Cardoso administration. 

“Brazil above all . else 
needs to be in a position to 
attract private capital," he 
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Dsc is r s 

Cadi Bp 502631 - 503533 208610 - 209010 
Kaaprr 36&4S - 360212 217.240 - 217440 
fen 5QSZJ9 - 5D+9-HD MOQOQ . XDOflD 
RmB 05068 ■ 05080 03011 - OJOIS 
Pen 12684 - 027K 3.1300 • 11330 
PIM 10744 - 50846 14900 ■ 14010 
hada 305254 . 306840 21.7060 - 21-9600 
UAL 6.1819 - 6.1862 18727 ■ 16731 


DOLLAR SPOT FORWARD AGAINST THE DOLLAR 



stid-p oto 

<pnM 

toll ' 

IM 

fen 

WA 

fen 

W* 

fete 


feg-MK 



(SB# 

195580 

+05404 420- 640 

195999 

195786 

195379 

44 

195104 

49 

1421 

25 

1035 

Evepe 

Auto 

(too 

pw 

575489 

+0.1332 991 - 007 

57.7720 

57.4090 

574878 

U 

573281 

49 

56315 

23 

1015 

BRto 

Pftl 


HLK14S 

+05261 287-384 

106594 

10SB5E 

106126 

43 

105805 

40 

104732 

15 

1079 

Oeroafc 

{KD 

m 

64821 

+0.0168 857 - 905 

85110 

8.4850 

54690 

11 

04323 

25 

II to 

23 

813 

RMati 

m 


83690 

+05197 653 - 726 

43907 

913343 

4342 

35 

93009 

49 

41534 

43 

M74 

Fares 

m 

m 

179M 

+QJXS6 919-840 

28)06 

2.7840 

47852 

35 

- 4773 

43 

4729 

23 

1052 

few to 

m 

« 

466506 

+1578 281 - 730 

489508 

466.147 

470695 

-55 

474393 

-43 

438JJQ? 

-45 

642 

6mca 

(») 

« 

1.1248 

+05QS 242 - 254 

1.1274 

1.1211 

1.1218 

13 

1.1167 

23 

19953 

23 

955 

ttoil. 

m 

14 

276550 

+457 432 - 748 

277254 

275772 

2757 JB 

35 

274399 

49 

270254 

43 

704 

to> 

u 


57.8498 

+5US2 991 -007 

57773) 

W-OBO 

575879 

14 

573281 

49 

58515 

43 

HB9 

UtrepPeay 

OPT) 

« 

3.1482 

+05063 487- 496 

11545 

113S 

3.1389 

35 

3125 

35 

55754 

23 

1032 


B 

9*4 

13.1 B7B 

+00832 718-986 

135783 

135744" 

112123 

-42 

14208 

-1.7 

133204 

-19 

SOI 

Horear 

m 

fit 

286558 

+0728 531 - 786 

287544 

2845B 

h:»v» 

35 

284533 

25 

260211 

42 

839 

Potto 

» 

m 

Z37S96 

+0.482 EB4 - G03 

230280 

23B550 

237518 

44 

23598 

43 

roan 

23 

T75 

Sp* 

M 

pm 

135827 

+05012 523-730 

135250 

135253 

135267 

42 

144711 

27 

133 

15 

789 

Stolen 

PAD 


Z258D 

+00068 575 - 805 

22638 

22430 

42487 

55 

22321 

45 

41712 

39 

1101 

totatod 

W 

» 

- 

- 

. 

. - 

. 

- 

. 

- 

- 

V 

KDJ 

UK 

to 

- 

14221 

+00023 213 - 229 

14251 

1.4173 

14183 

32 

1412 

48 

13887 

43 


£cb 

_ • 

" 

1.193670 

■ 

- 

- 

■ 

• 

- 

- 

- 

- 


sow 

Aaertoi 

- 

9 ted 

C583S 

-00033 829 -842 

.15920 

15825 

. 

. 

. 

. 

. 

. 


kgtoa 

(peso 

W 

ippm 

-O503S 29-295 

25275 

25278 

« 

- 

- 

- 

V 

« 


Bad- 

5® 

CT 

25863 

-00003 947 - 979 

28103 

25044 

2593 

15 

2568 

13 

2575B 

OB 

755 

Cteedi 

ra 

-P6*) 

167528 

-00183 394 -662 

185603. 

107340 

172SG 

-344 

175114 

-277 

219931 

-259 

V 

Masks 

pin tad 

A 

tUMIei 

15837 

1 

-THUGS 832 - 842 

- 15923 

15830 

15823 

15 

157M 

19 

15741 

05 

VAJ 

USA P 

PadMUdbMMto 

m 

25983 

-05222 974-012 

27339 

25819 

25953 

15 

25894 

15 

25763 

09 

789 

MM 

ra 


dating . Qw«a Bate* 
ton-port on dW spread 


OWkiaM Os i 


said. "And an austerity plan 
is not a sustainable war of 
doing that.” 

■ The Swedish Riksbank cut 
interest rates by 20 basis 
points yesterday to 3.4 per 
cent, and economists said 
that there could be more 
cuts to come. 

Comments by Goran Pers- 
son, the Swedish prime min- 
ister, confirmed that rates in 
Sweden were on a downward 

path and led to a firming 
conviction that the govern- 
ment is unconcerned about 
the level of the krona, 

Mr Persson said yesterday 
that Swedish interest rates 
could fall to below the levels 
in the euro zone - presently 
they are 40 basis points 
higher - and that the change 
could come quickly. 

It was these remarks, as 
much as the interest rate cut 
itself, which led to further 
falls in the Swedish currency 
yesterday. It closed In Lon- 
don trading at SKrt.855 
against the D-Mark. 
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PALM OIL CARGILL STOPS PAHANG PLANT 


Malaysian 
refiners hit by 
fall in demand 


COMMODITIES & AGRICULTURE 


Copper near 1 1 '/ 2 -year lows 


By TJ. Tan In Kuala Luitpw 

After several months of 
exceptional exports, the 
Malaysian palm oil industry 
is facing a fall in demand 
and refiners, saddled with 
overcapacity, are suffering 
losses as a result 

The problem has forced 
Cargill to suspend 
operations at its 30,000 
tonne-a-month refinery In 
Kuan tan, Pahang. 

The US group plans to 
resume operations at the 
plant when margins 
improve. If export demand 
continues to be slack, this 
may not take place until sup- 
plies increase in March. 

Others, such as Kuok 
Group's new 1.500 tonnes a 
day plant in Lumut Perak, 
are having to run below 
capacity to limit losses. 

Price rises have affected 
demand from such impor- 
tant markets as India and 
Egypt. 

As its stocks of edible oil 
grow. India has turned to 
cheaper soyabean oQ and cut 
back on buying Malaysian 
refined palm olein. It can 
afford to wait the several 
weeks it takes for soyabean 
oil to arrive from the US or 
South America. 

India's state-owned State 
Trading Corporation last 
purchased palm olein from 
Malaysia on November 6, 
when it bought 6,000 trmnps 
of the product at $694£0 per 
tonne CIF for arrival at the 
end of December. 

It bought a gtmHar amount 
of crude degummed soya- 
bean oil at $692.50 for ship- 
ment In November and 
24.000 tonnes of palm olein 
at a steeper price of $715 for 
arrival in December the 
week before. 

Egypt has warned Malay- 
sian exporters that It is 
looking for cheaper alterna- 
tive products. 


COMMODITIES PRICES 


BASE METALS 
LONDON METAL EXCHANGE 

(Pncss bom Aarigarariad Mate Tradhfl) 


A regular buyer, it has 
been absent from the palm 
oil market for the past 
month. 

Palm oil has also been 
experiencing a fall in 
demand from Pakistan, 
another significant market, 
which is said to have suffi- 
cient stocks of soyabean oiL 

Better supplies from 
Indonesia have also affected 
inte rest in Malaysian palm 

ofl. 

Indonesian palm oil 
exports are expected to 
reach about 250,000 tonnes in 
December, as the country's 
distribution system returns 
to normal following a 
decline in social unrest in 
Sumatra, a vital palm oil 
producing area. 

Indonesian exports could 
increase next year if export 
taxes on palm oil are 
reduced as the domestic 
market stabilises further, 
and as palm oil production 
grows by an expected 4 per 
cent to a record 6m tonnes 
after an expansion of the 
growing area. 

'Tn Indonesia’s domestic 
market, the price of palm 
olein, used as cooking oil, 
has dropped from more than 
Rp5,000 a kilogram a few 
months ago to about Rp3.000. 

Societe Generate de Sur- 
veillance. a cargo quality 
surveyor, said Malaysian 
palm and lauric oil exports 
were an estimated 590.000 
tonnes in November com- 
pared with an actual 882J58 
tonnes in October, 797,916 
tonnes in September and a 
record 916,766 tonnes in 
'August. Exports could fialL 
farther in December. 

...Lower exports have led to 
downward pressure on palm 
oil prices. February futures 
on the Malaysian commodity 
/Snd monetary exchange 
/•were traded at M £2,221 a 
. tonne yesterday, down M$S6 
' from a week ago. 

■sllr 


1U|WRIGE1S.RBP0RT 
By Pad So&ran 


Copper prices rose slightly 
yesterday but remained 
around their recent lTA-year 
lows as concern over the 
level of supplies continued 
to worry the market 

The three-month contract 
on the London Metal 
Exchange closed at $1,479 a 
tonne. $12 higher than Mon- 
day’s dose. 

Global copper smelter 
capacity will increase by an 


average of 14 per cent, or 
14m tonnes a year, between 
1998 and 2002, the Interna- 
tiona] Copper Study Group 
said yesterday. 

Hie capacity increase will 
came in spite of the impact 

that low copper prices are 
having on mining 
operations, the group said in 
its latest Directory of Copper 
Mines and Plants. 

Smelter capacity is set to 
fall by 120.000 tonnes to 
14£8m tonnes next year, but 
is likely to Increase to 
15.92m tonnes by 2002. 


Among other base metals, 
three-month aluminium 
dosed down $16 at $1,242 a 
tonne after reports that Alu- 
minum Company of America 
was considering restarting 
450,000 tonnes of smelting 
capacity. 

Three-month nickel prices 
rose, ending up $35 at $3355 
a tonne. 

Crude oil prices strength- 
ened for the second day in a 
row as the market looked 
forward to tomorrow's meet- 
ing of oil ministers from 
Mexico, Venezuela and Saudi 


Arabia in Madrid. In late 
trading on the International 
Petroleum Exchange. Janu- 
ary Brent blend was $1024 a 

barrel compared with Mon- 
day’s close of $1013. 

Mareh robusta coffee 
futures surged to a contract 
high of fi.s2s a tonne on the 
London TntpmaHopa] Finan- 
cial Futures and Options 
Exchange, a gain erf $43 on 
the day. Analysts said the 
market remained worried 
about file combined effects 
of rain in Vietnam and cold 
weather in Mexico. 


Record crops 
cut tea prices 

High-quality blends remain in good demand 






By Moral Bose hi Calcutta 

Tea prices have fallen at 
auction as India, Kenya and 
Sri Lanka, the three leading 
producers, are bringing in 
record crops. Smaller pro- 
ducers such as Indonesia 
and Bangladesh also have 
bigger crops than last year. 

High-quality teas, constitu- 
ting about 15 per cent of 
Indian production, remain in 
good demand and are fetch- 
ing higher prices thaw this 
time last year, according to 
P.K. Sen, chairman of 
J. Thomas, the world’s larg- 
est tea-broking firm. Such 
teas are used for blending. 

Russia, one of the biggest 
consumers of tea, returned 
to the Indian and Sri Lankan 
auction centres in November 
after a lull of 2 54 months. Its 
return helped prices of 
medium grades of orthodox 
and CTC (crush, tear and 
curl) teas to recover. 

“We were expecting Russia 
to buy a lot more tea to 
replenish depleted stocks. 
The government should 
encourage Russia to use its 
rupee resources to buy tea 
from here,” said Mr Sen. 

Industry officials say the 
fall in the Russian import 
duty on food Items should 
boost tea trade. 


“With the buying power of 
the Russians derhntng sig- 
nificantly. we expect the 
quality of the tea market 
there to deteriorate to some 
extent,” said an official at 
the Sri Tanka Tea Board. 

Many Russians enjoy tea 
marip from the Sri Tjmkan 
long-leaf, low-grown stan- 
dard and broken orange 
pekoe. However, because of 
the prevailing situation in 
the country, these teas win 
now be sold in Russia “at 
slightly lower levels”. 

Russia is the most impor- 
tant export destination for* 
both Turiia and Sri I.an1ra 
Industry officials are worried 
that the economic crisis may 
force Russia to import a lot 
more cheap tea from Uhina, 
Indonesia and Vietnam. 

In spite of Russia stopping 
the import of tea since the 
end of August, India 
increased total tea exports 
by &36mkg to 171.10m kg in 
the first 10 months of 1998. 

“Iraq is buying a lot more 
tea from India this year," 
said Mr Sen. “The market for 
Indian tea in the UK. the 
world’s biggest tea importer. 
Ireland, Saudi Arabia, the 
UAE, the US and Japan is 
growing. India’s exports this 
year will be about 200m kg 
against 203m kg in 1997. 







Indian exports to 1998 are expected to be steady at some 200m kg 


Once Russia sorts out its 
problems, it will be business 
as usual with India.” 

According to Forbes & 
Walker, a broking house, 
total Sri T^nkan tea exports 
to the end of September 
were up 73m kg to snagm kg 
this year, even though the 
Commonwealth of Indepen- 
dent States imported less 
tea. The unit value realisa- 
tion was Rs 190.58 a kg 
against Rsl53Bl a kg in the 
same period last year. 

However, the market has 
become difficult since then. 
Unlike India, which hnc a 
huge domestic market, Sri 
Tanka exports more than 9Q 
par emit of its production. 
The country, which mainly 
manufactures whole leaf 
orthodox tea, has maria big 
inroads in the UAE, Turkey, 
Libya and Iraq. 

Up to the end of October, 
the Indian crop at 726.1m kg 
this year was up nearly 


40m kg on last year. “The 
1998 Indian crop will be 
about 850m kg against 
810m kg last year.” said Mr 
Sen. “Hie internal consump- 
tion will be 645m kg and. 
therefore, not mnnh tea win 
be carried f orw a rd to the 
next season.” 

Kenya, which suffered 
from bad weather in 1997, 
harvested 245.1m kg in the 
first 10 mouths of 1998 
against 173.2m kg in the 
same period last year. 

The Sri I-ankan crop is 
8.3m kg ahead at 233m kg. 
Somerville & Co, a broking 
firm, said favourable 
weather in the final quarter 
could takp the crop to about 
290m kg this year against 
276m kg in 1997. 

Indonesia recovered well 
from last year’s crisis to lift 
production by 14.3m kg to 
81.5m kg. The crop in Ban- 
gladesh is up 4Jm kg to 
46.7m kg. 


Precious Metals continued GRAINS AND OIL SEH)S 


■ GOU) COHEX (100 Tray on Sflny 02) 


■ WWT Iflt (100 tom* E yatand 


SOFTS 

■ COCOA URS no tone ©tonne) 



Cart 

3 mta 

Ctoffi 

12213-05 

124^3. 

Prewous 

12393-405 

125/-6T 

MaMaw 


126Q^aj 

AM OIDcta 

1ST 5-8 

1238-85 

Kerb eta* 


124565 

Dper bn. 

329.129 


Total tamoKr 

1 20339 


■ AUBOWM ALLOT IS par Dm) 


Close 

1035-40 

1067-7S 

Prevtoos 

1045-50 

1078-85 

rtgMow 


1082/1066 

AM OlMai 

1035-7 

10B59'' 

Kerb dose 


1071 

Open H. 

7.433 


Total Oafr imar 

0004 


M LEAD (Spa- tare*) 



Close 

497-8 

47505 

Pterious 

4356 

483-4 

Mgtitow 


482/478 

am oraea 

494-5 

481-15 

Not dose 


4851 

Open H. 

40249 


Ttatal toBT tenowr 

14.920 


■ MCSB.IS pff tqonfl 



Ckse 

3780-65 

385555 

Prerirats 

3740-50 

381520 

itjflm 


3870/3790 

AM onicui 

3720-25 

380505 

Kerti dose 


386570 , 

Open mL 

71/160 


tort da fr tunoer 

20727 


■ TW (S per tome) 



CUsa 

5235-45 

5235-40 V 

PnmoiB 

528590 

527575 

WOfataa 


52700220 

AM Official 

525560 

S2555S 

Kerti dose 


523540 

Open IK 

19,396 


Tort oa*r tanvnr 

0420 


■ ZBC, spedal td* grade {S per tom) 

Close 

9565-75 

97057.0 

Pn-amc, 

972-3 

991-2 • 

HHjfUlow 


994/971 ' 

AM OdJcrt 

961-2 

384-45 

Kerti dose 


977-8 

Open ML 

85.373 


Tort o*i inow 

43.831 


■ COPPER, grato A is per tame) 


Qose 

14459 

1478-9 

PratfmB 

1437-38 

146557 

HWfcw 


1489/1468 

AM OffiaaJ 

14415-00 

1472-05 

Kerti dose 


1483-4 

Open tt 

187,247 


tart dafly Biaanr 

110528 


■ LME AM OffeU EM rata: 101 


LME Oaring E/S rata 1S845 


Spot 1 RMS 3 iris: 1 £807 G B*B 1 KTO 9 KBs 167® 

M BKB SHADE COPPEH (COMBO 




Sait 

Daft 



Opie 


Sat 





op» 


Sett 

Dafta 


OP" 



price rtanga Ugfi 

km 

Yd tat 


pte 

M 

' 

Lew 

M 

tat 


price dranga Ott 

Low Yd fat 


D« 

2905 

+15 

2925 

2905 

73 619 

JM 

7750 

+0.10 

7750 

7725 

72 

1.054 

Dk 

891 

+11 

- 

- - 412 

Dk 

Mi 

294J 

+15 

2945 

M2-Q 

11579 61,257 

Mv 

7850 

+0.15 

7950 

.7050 

181 

3550 

Mar 

932 

+11 

933 

923 2574 50364 

Fad 

fw 

2902 

+1j4 

2965 

2900 

100 20569 

»fc» 

8086 

+0.10 

8150 

8050 

116 

a,Jgi 

■w 

054 

+11 

952 

946 1512 20276 

Hr 

Jm 

297J 

+1-4 

2985 

2975 

162 15511 

Jri 

8085 

+010 

- 

• - 

- 

322 

Jri 

975 

+11 

973 

967 9312505 

Job 

AOB 

2908 

*\A 

2985 

2985 

548 0348 

Sap 

8050 

+025 

- 

- 

- 

119 


096 

+11 

995 

987 1512 20819 

Ha 

Oct 

»1^ 

+14 

2994 

2900 

84 2508 

Tetri 





419 

0230 

Dk 

1021 

+1S 

1019 

1013 257 145SB 

Oct 

Tatri 





10OX 181408 

■ MEAT CBT (SJWOte rBc catartMb tarteO 


Totri 




0748180131 

MM 


PlATMto NVMEX tSO Triy (a; Sflroy nzj 


Jan 3512 >3.0 354£ 3405 1,230 8831 

Apr 353.9 +12 3555 351.5 712 3X22 

•U 35*3 +02 3500 3900 19 311 

Oct 3502 +32 - 18 983 

Tot* 1,980 13008 

a PAUA08M HTMEX (100 Tmy c&j Sim; taj 

Dec 29* £5 +3.16 - 

Mv 294.65 +3.15 297.50 286.10 207 3396 

Jun 289.85 +3.15 30 54 

Total 237 2007 

W 8avaC0KXpJffl1ny(tt;C«fertqrfflJ 

D(C 484.1 -OS 486.0 482J 71 121 


Jon 488.1 

Mar 4892 

Key 492S 

Jtf 49SS 

Sep 487.4 

Total 


487S 487J) 19 60 

4800 487.5 14355 54902 

mo 491.0 629 6. 566 

498JJ 493.0 273 8J94 

485S 485S 15 1,546 

15577 81553 


ENERGY 

■ cmagoawyMB(nsooiBffBa.sftwrrii 

Latart Dayta Open 

price dunge «gti Low Vri tat 

Jn 1153 +0.04 1152 11.18 64536 83,141 

Feb 11.74 4041 1142 1155 34444 985*6 

Mar 12.05 -053 1222 125311412 49,215 
Apr 1239 +042 1246 1232 4532 Z757B 

Mr 1255 -051 1273 1258 B86 24581 

Jun 1252 +051 1352 1254 4514 24581 

Total 1Z7055 528038 

■ cmOEOlFEgltanrt 

Bpra Day 1 * Opaa 

price dnge Up Low Vd M 

Jon 10.18 +008 1033 10.10 19543 27.475 

Ml 1042 *056 1057 1055 26,170 82588 

Mar 10.72 +058 1050 1052 2446 27443 

Apr 1150 +0.09 1157 1058 2.450 16.193 

May 1151 +053 1154 11.15 753 12556 

Jw 1152 *058 1153 11.41 1581 Z7553 

Total tea oft 


Dec 26250 -150 26650 2S350 1513 708 — 

Mr 27455 -1.75 28050 27450 16546 73.751 Dae 

I toy 285.00 -175 29150 28450 980 11422 Mar 

Jri 295.00 -150 30075 29450 3423 27,528 May 

Sap 30550 -150 31000 30000 30 1518 Jri 

Dec 31850 -150 32350 32150 42 1457 Sap 

Tefal 227*3116782 Dee 

■ MAIZE CBT ftjto bu afa; caafaSBfa hataaO Tot * 

Dae 21550 - 21975 21575 2575 7426 — 

Mar 22345 -025 22525 22275 275*1 171780 Doe 

MW 23025 -050 23250 23025 25<1 46534 DM* 

M 23625 -025 23825 23850 2465 50211 ■ c 

Sap 24250 +025 2*325 24025 692 104*7 

Dae 247.00 +050 24825 2(650 2.163 283*5 •*» 

Total 38709 316580 Mar 

■ BAKLEf LFFE (100 (mag E per Cma) JJJ7 

Jar 7750 -040 7750 7750 6 278 ty 

Mar 7950 -025 7950 7950 11 513 Dor 

May 8045 -0.10 - - - 32 Trie 

Sep 7925 - - - - 23 m C 

Sot 8125 46 

Total 17 913 Dec 

■ S0TABEAB8 C8T frOOtt* taftg cantaBOfa hriri} JJJJ 

An 55350 +0.75 S577S 86225 3*562 52405 Jal 

Mr 5602 — 56540 56025 6567 364*7 Sap 

May 56850 +025 57350 56775 2436 15485 Dae 

Jal 574.73 +025 58050 57440 2.145 22779 TUP 

Mg 57950 - 56040 57650 Z19 4213 H c 

Sap 57950 +250 57940 57750 19 751 

IMS 48473145492 Dec 


■ COCOA CSCE (10 tores; Vtamasj 


MEAT AND LIVESTOCK 

■ iracAJTLECtgWOOOtecantBra •• 

Sea Day* Opna 

Price donga Bfcpi Law Vd M 

Dec 57425-1475 59250 57400 14 43 8807 

M 57425-t400 59250 57425 8423 434*3 

Apr 60.150-1475 61550 60550 4274 27213 

Jan 80600-1.150 61550 60400 2464 H533 

Mg 61725-0425 60490 61400 685 8*28 

Oct 63475-0750 64400 68550 272 3478 

Totri 18488 103424 

■ IBM HOGS OC (404000* cantata* 


DK 

1412 

+12 

1440 

1424 

17 

27 

DK 

21.100 -01 21500 20700 1.194 

3526 

MV 

1419 

+1 

1432 

1418 3502 37,184 

Fat) 

20075-2500 29500 26575 9511 

20575 

“*T 

1442 

•2 

1454 

1440 

518 14534 

Apr 

33.700-2500 30500 31700 3530 

0545 

Jri 

1484 

+0 

1473 

1484 

339 

4581 

Jk 

47.125-0000 40700 47.125 1598 

5532 

S*P 

1487 

♦2 

1494 

7494 

103 

3592 

JM 

40825-1575 51550 40500 653 

3523 

Dk 

1518 

+2 

152B 

1522 

80 

5565 

Are 

51550-1550 53500 51550 660 

0674 

Totri 





4509 70223 

Total 

17535 

40150 


■ COCOA QCCfl) (SOB'aflanmg 

Dee 14 Price 

My 107241 

■ ORS mt p taw; Mare) 


1825 +43 1845 1799 3595 19.101 

17® +37 1780 1738 801 6483 

1745 +37 1740 1720 70 1,494 

™ S 17.0 « S » LONDON TRADED OPTIONS 


■ POflK BB1JB CHE KOfoOkK cantata) 


toft 

41.700-2475 40500 *1-525 1J64 

A/M 

Mv 

*1825-0150 40700 41 BOO 

203 

1,018 

MW 

*0925-1.375 45000 *0650 

S9 

755 

Jut 

40100 -1J00 40500 40100 

60 

*51 

Total 


0200 

7.W 


■ CQB5E X? CSCE (37,500B6; cantata) 

Dae 11075 +140 12050 11000 94 254 

Mar 12120 +345 12140 11025 7JB9 21,481 

May 12075 +255 12140 11025 889 5521 

Jal 11875 - 12240 11940 74 2444 

Sap 12140 +240 12140 11940 38 1,891 

Dec 12145 +075 12140 12040 82 873 

Irtri 0265 30409 

■ UAIIL 0CO] (USc*lM£ow4 


■ SOYABEAN 00 CUT (EO4OO0K cantata 


Total 

■ HEAIIH& OIL KtMEX (42400 US 


UflUSgafcj 

Open 


Latest Day* Open 

price dang* M0 lev 1U M 

33.10 +049 33.60 3250 S44 48590 

34.15 +043 3470 33.73 98 40,703 

3450 +028 3520 3440 10 21409 

3545 +028 3553 3545 404 15288 

3550 +013 3015 3570 744 11.816 

3640 +023 3645 30*5 896 10.473 

35,1231807*0 



Sett 

Dayta 




Open 

Ml 


price 


m 

Lew 

Val 

tat 

Mv 

Dec 

65 £0 

+040 

66.00 

6405 

638 

1572 


Jn 

66415 

+045 

6640 

6035 

273 

0848 

May 

Frt 

56.60 

+050 

6080 

6000 

30 

0021 

Job 

Mv 

67-00 

4060 

6740 

6000 

3.531 

47J96 

Total 


6705 

+0.60 

6700 

6080 

44 

1015 


May 

67 JO 

+060 

6010 

6080 

m 

0688 

M HI 

Trite 





4^H7 

80297 


i 00 Ft (Stoma 

Salt Day* 
price flange Ugh 

9925 +000 9060 
10000 +1.73 10240 
10440 +000 103.75 

106.75 +175 105.75 

107.75 +1.S 107.75 
10S7S +140 11025 


Mi tat 
8468 39443 
0674 24.101 
1.895 13729 
229 0429 
281 4496 
807 10480 
10006130381 


Dk 

2386 

- 

n;w 

2080 

345 

1812 

Jk 

2(80 

- 

24.10 


0468 81222 

Mv 

24^9 

+003 

24-37 

2420 

48*3 30787 

May 

2450 

+006 

2484 

2444 

530 13884 

Jri 

2482 

+002 

2470 

2484 

1.113 14,179 


24B5 

-002 

34.70 

2480 

196 

229* 

Tetri 





10328 90733 

M SOYABEAN KAL GST H00 fan; Stop) 


Dk 

1427 

-IS 

147J1 

1400 

1,837 

0568 

Jk ' 

1410 

-18 

1403 

1412 

9804 48819 

Mv 

1406 

-02 

1403 

1405 

0912 31,117 

May 

1408 

+08 

1405 

1405 

1841 

10723 

Jri 

1498 

+08 

1518 

1492 

0184 10023 

Aog 

1512 

409 

1500 

1514) 

321 

4468 

TeW 





2831 120610 

M POTATOES LffFE (20 Mnc E pv fanraq 


Mv 

2400 

- 

_ 

- 

_ 

_ 

Hr 

3200 

-00 

assn 

win 

64 

2,(715 

Mar 

3300 

-00 

— 

— 


— 

Jn 

3400 

-0fl 

• 

- 

- 

■ 

Nm 

600 

- 

- 

- 

- 

- 

Trite 





64 

2815 

M FHBatTpRtiq UFTESItttateprinQ 


Dk 

835 

-5 

am 

_ 

_ 

148 

Jk 

835 

-5 

8 35 

830 

23 

478 

Ari 

925 

+5 

920 

915 

21 

962 

Jal 

633 

+3 

633 

as 

13 

442 

Total 

CbK 

Pra* 



KB 

2810 

BH 

86 

>62 






Dec 14 Pna. day 

Comp. driy 10240 10057 

15 My Mage 9050 90® 

■ WWIESOBAB UFTE (50 fannee; Stoma) 


Mv 

2403 

-05 

2405 

2400 1829 20127 

Mar 

2442 

-04 

2462 

2448 

IK 0774 

AflO 

2409 

-09 

2400 

2448 

70 0434 

Oct 

2378 

-10 

2305 

2304 

10 4891 

Dk 

2400 

+0.1 

_ 

- 

• - 569 

Mv 

2408 

-00 

- 

- 

- 644 

Total 





1785 18,18 

■ sugar nr CSCE (1100001a; cantata) 

Hr 

012 

_ 

025 

009 0906 63,603 

Mar 

018 

+O.02 

820 

012 

090 19,183 

Jri 

015 

-081 

024 

111 

437 10341 

Oct 

034 

-002 

041 

032 

334 10128 

Mv 

157 

-0KE 

161 

155 

195 9860 

Mar 

082 

-002 

094 

094 

30 2833 

Total 





0782WM5D 

M COTTON Itnx (500008a; eeatattri 


Mw 

6127 

-007 

6180 

SI 25 0941 35860 

*nr 

0230 

-O0O 

6090 

0030 

912 15.170 

JM 

6026 

-064 

63.75 

BM 

434 11.47D 

Oct 

6023 

— 

6585 

6580 

47 1823 

toe 

SB 3+ 

- 

6020 

6586 

194 11847 

Itt 

8720 


8725 

6720 

71 913 

Tatri 





8,19* 77071 


PRECIOUS METALS 

■ LONDON MUON MARKET 

(prlcq gupptafl by H II RoQsdta) 

GoUffiey ori Splice Eeqair Stt aquw 

dote TSLSO- SIM 

Opening 29200-29230 

Montes to - rmjn 173460 3S1473 

AOemoon 81 29245 173589 391432 

Day* Kgb 29220-29150 

Day* low <32.HK32.40 

Aariue oast Bl *0-3190 

IcceUn Mean S AU a cto w Raw 

1 nwnBi 442 6 a w ns * —3,76 

2 antta 3J0 12 montta ■ ■■—..^.■344 

— 

Star Rx 


inonsi 

Zmonta* 

3nnttG— — , 
BeMCBta* 
KnqtmRl 
NgwSayerftge 


pltay 0*. US da tqd*. 
2905*9 487.00 

40 6 (acnCz 2.K 

40 12 manes 24( 


Jen 14560+0410 14500 14420 775 3790 

m 10270 +0410 14.400 14.090 655 8100 

TeW 0196 2740 

■ HATUHAL BAS HYIEX 00500 atfta: StamOtej 

Istart Days 0p« 

priee tomige Low Val tat 

Jan 1545-0007 1589 1500 34,312 49598 

M 1590-0004 2530 1550 144GB 36566 

Hta 15® -0504 2530 1560 B534 20119 

Apr 1570 -0505 0000 15® 3.401 16250 

May 1575+0005 1590 1350 1.711 11570 

TOW 68J9G24032B 

■ WHMI nanra cc: . 

HWgX {42.000 ' 

UM Day* Open 

prim efeange Wgt. Law w tat 

5b 1590+000 1595 1580 1579 10594 

Jn 35.35 -0.14 3650 35.15 13230 23553 

3875 -054 3725 3840 46530 20369 
•tar 3755 -am 3855 3770 1596 0382 
APT 4120 +023 4150 4050 8S 10313 

M*I *000 +053 4250 415S 778 11,475 

Jiai42SJ -405O401S3S6534 


PULP AND PAP® 

■ PUIPB OMiX OBS 24 to dry MW 

San Dn*f Dm 

Mice cSange V la W hi 

Dk 36050 -135 - - - 180 
Mar 40750 -850 41450 40450 63 446 
Teal 

ronjRES DATA 

ft tubm Bto apptatf 0y OKS. 


Tea from the Tna Brotara* AseoctaUon 
Mombua Strong general demand. 
Blgtter and MnSun* BPft «td at tavgu- 
ler mtaa. Lower. Matoxn* were (Dm to 8 
certs dearer. Brighter and coloury 
MedUaTB PFI* odd to hragrfariy easier 
rates. Ughter/Brightor mediums were 
dever. Lower medium apprecia te d by 
about 6-8 cents. Brighter POuste were 
Hto. MecSum aid Lower Medkns were 
6-10 cents demr. Plainer saris me up Of 
about 5-15 carta. Bast Dustls me deaer 
wkh quant/. Lower Medtm were deaer 
by about 3-8 cents wttt PMner sorts up by 
about 10-15 eente. Brightar and welt- 


■ 0BAME JOKE NICE niOPOtenasl^ 

Jm 1Q2.7D -060 10425 10250 1.0*3 11574 

Mar 1D530 -073 10720 10525 571 0322 

Bq 10750 -070 10B50 10750 107 0114 

JM 109.10 -050 11825 10050 14 1521 

Sap 11010 -225 11725 11750 20 203 

Hw 111.10 -250 - - 554 

TeW 1532 24562 


TOME DATA 

Open Went m Mum data Mam brcctoam 
traded OR COUEX. NYUEX. C8T. NICE. WE, CSCE 
nl K Outa 01 an ana toy h man. Wtane B 
Open ttmst Web me far al traded nda, 


INDICES 

■ Baton tee 18W31 ° 100) 

Dee IS Deo 14 nortb p 

14847 14732 14745 

■ CBS faW {Beee; 1987 ■ 1018 

Dec 14 Dee 11 note t 

10087 18050 

■ fiSOSmdffiWe: 1970 » 1001 

Dee 14 Dec IT waa& B| 

13099 ' 13041 1*5.19 


(907%) LW 

1250 

1300 

1360 

■ copra 
|&ato A) LME 

1400 

1500 

1800 

■ . COFFEE urn- 

1850 

1700 

1750 

a COCOAUFFE 

gi ft 

975 

1000 _________ 

■ BBBiraUDEFE 
1000 ______ 

1050 

1100 


LONDON SPOT MARKETS 

a CWOOE 00 FOB tier bwraQ +dr- 

total St 029-035* +035 

Brant Mend «He4 S85245B +011 

taeM Band parQ SI 022-028 +01 1 

W.T1 S1155-127X +0165 

a 06. reoPQCTS wgproapt ftWygy Cf ttarej 

Praobae SanMaa 5115-117 -2 

Gas 08 S09-101 +t 

Hetty Art W SS4-57 


1450-1450 +040 

> titifj SB CSV 


—a 

Ba- 

_p*W — 

Jan 

tor 

Jaa 

tor 

26 

33 

54 

41 

9 

86 

33 

66 

2 

109 

18 

103 

Jm 

tor 

Jk 

Hr 

92 

14 

130 

30 

34 

S 

72 

70 

8 

128 

35 

131 

Jan 

Mv 

Jjn 

Mv 

325 

197 

. 

2? 

273 

165 

- 

40 

225 

1» 

- 

60 

Dk 

Uv 

DK 

Mv 

25 

23 

1 

41 

a 

16 

3 

59 

i 

10 

25 

78 

Jk 

Frt 

Jan 

Frt 

- 

- 

- • 

50 

68 

- 

. 

- 

45 

68 

- 

- 


NEWS DIGEST 

COKING COAL 

BHP and Nippon Steel 
agree reduction in prices 

Rmkw+i Hill Proorietaiv, Australfd's laigwi en porter. 

mater. Seed to an average reduction of iCTaWWB m 
the nnceof coking coal sold to Japanese steel -maKere. 

Tte re^er cent drop ^ 

$51 a tonne will start from Apni 1. the begins « 

Japsi's fiscal year. . . 

Bob Kirkby. BHP coal group 

executive officer, said: “Hard cotang corf « 

cal year 1999 should be at a similar levelto cunent 
year, based on the current Japanese crude steel produc 
tion rate of around 90m tonnes a year." 

Japan, the world’s largest coal buyer, accounts lor 
about 20 per cent of total annual sates of 
from the mines managed by BHP on behalf theContf-Ji 
Queensland Coal Associates. Gregory Joint Ventures and 
BHP Mitsui Coal Proprietary. The $9 a tonne reduction 
reflects the unstable economic condition of JaP 3 "* s “ e ®! 
Industry, whose crude steel production is said to be at its 
lowest in 27 years. 

Japan’s November crude steel production was down 

13.6 per cent year-on-year to 7.49m tonnes, said the 
Japan Iron and Steel Federation yesterday, the Kin con- 
secutive month of year-on-year declines and down 5.5 per 
cent from October. Production of crude steel 

January and November (hopped 10.5 per cent to 86.19m 
tones from the same period last year. 

November production of tin-plate was 1 04,800 tonnes, a 
year-on-year decline of 16.4 per cent and a month-on- 
month drop of 5.9 per cent Galvanised steel sheetlen by 

7.6 per cent from the same time last year to 936.000 
tonnes but rose 2.4 per cent from October. 

Gilfian Tett, Tokyo 

GRAIN 

China ‘to beat output target’ 

China’s grain output this year is expected to exceed the 
government’s 1998 target of 492.5m tonnes, despite this 
year’s floods, the worst in nearly 50 years. Wan Baorui. 
vice-minister of agriculture, said yesterday that output this 
year would be the second highest on record, after the 
1996 harvest of 504.5m tonnes. 

Although output was affected in some regions, agricul- 
ture ministry officials have said the bumper autumn har- 
vest has made up for my losses in the summer grain 
yield. Abo, many fanners in the Yangtze delta had already 
taken in the first harvest before foe floods came, and 
delayed second planting until after the waters receded. 

Another strong year’s grain output is likely to (Move a 
mixed blessing for China’s farmers, who have suffered a 
collapse in prices for various farm goods after back-to- 
back bumper harvests over the past three years. Swollen 
grain stores and a glut of other agricultural products have 
resulted in sharp fails In farm prices. 

Beijing has already indicated that the decline in farm 
prices this year is Gkely to mean incomes in rural areas will 
not grow by the government's 5 per cent target this year. 
Janes Harding, Shanghai 
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ACROSS 

1 Teddy goes to the station to 
get transport (10.4) 

10 Untidy federation includes 
part of principality (5) 

11 Produced green fruit - 
date, possibly (9) 

12 Write off to Ger man spa for 
girt coming out to model 
(8.4) 

13 Heavily defeat the counter- 
revolution (7) 

14 Fish always left inside (S) 

16 Designer takes note to the 

City among paintings (9) 

19 Video originally was in a 
hotel at Inverbervie (5,4) 

20, 22 Heavenly Mother of 
God! It’s the mystery ship 
(5,7) 

25 Scene of utter depravity - 
exact likeness of the 
Church oF England? (7) 

27 Feeling for what’s lost - a 

_ IP 1 ? «>uid become (9) 

28 Dissolute fellow takes pole 
on the Seine (5) 

29 Surreptitious arrangement 
or drag gala on deck (5,3 6) 

. „ DOWN 

2 Statement with an oath - a 

as - - 

3 ™ 

i T“T lbly dark horse? (9) 

s It is believed whichever 
"ay U goes (5) 

« Martins company stampr. 
tag m drug-induced sE 


7 John the Spanish heavy- 
weight (5; 

8 It's rare, and getting rar- 
er? ... . (3.4) 

9 ■ ■ ■ • *"B if It’S what 1 bleed 
for (6) 

15 Returns phone call break- 
tag engagement? (5.41 

17 Young creature, very cold, 
aving difficulty with a 
measure (5,4) 

18 Put nearer, it may be fasci- 
nating 19) 

19 Study in the secular with 
few words (7) 

21 Former temporary hume on 
the range? (6) 

23 Girl finds love a snare 15) 

•24 Marble town near granite 
city (5) * 

25 Silence un the carper I'm 
quite indifferent (5) ' 


Solution 9,865 
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LONDON STOCK EXCHANGE 


Firmer Wall St helps London to make progress 


WWSJSSBL 

By Steve Tborapson, 
tflf Stock Market Editor 


Comforting domestic 
inflation data for November 
coupled with a more reassur- 
ing performance by Wall 
Street at the start of trading 
helped London's equity mar- 
ket finish modestly higher 
yesterday. 

Dealers were slightly sur- 
prised at the level of busi- 
ness that was going through 
the market. 

"Most had expected turn- 
over to decline quickly as 
the week wore on. after 


many of the big institutions 
had made dear their inten- 
tion to curtail market 
operations ahead of the 
Christmas and New Year 
holidays and the laun ch of 
the euro. 

Turnover crept over the 
800m level, eventually finish- 
ing at 809.1m shares, helped 
by another burst of heavy 
activity in the oil majors - 
BP and Shell - which 
together accounted for 
almost 5 per cent of overall 
market business. 

Activity was split almost 
equally between the FTSE 
100 and other stocks. 

But London struggled for 


direction for much of the 
session. Early sentiment was 
dented by Wall Street's 
sharp overnight retreat, 
which saw the Dow Jones 
Industrial Average down 126 
points and beset with wor- 
ries about the ongoing pro- 
cess to impeach President 
Bill Clinton. 

Asian markets also offered 
no real support to London, 
with Hong Kong managing a 
modest improvement but 
Tbkyo slipping back. 

Early in the day the index 
drifted back 22 points with a 
further worry, the prospect 
of more profit warnings and 
earnings downgrades. Many 


analysts fear that the flow of 
downgrades will increase in 
the next few months. 

The London market's late 
move came after widespread 
gains in the telecoms arena 
in response to anecdotal evi- 
dence of bumper new sub- 
scriptions to the mobile 
phone networks. Mobile 
phones are seen as one of 
the fastest selling Christmas 
gi fl y this year. 

Those hopes cancelled out 
the apparently negative 
news from Oftel. the tele- 
coms regulator, which said it 
would impose a steep reduc- 
tion in the cost of intercon- 
nection of landline calls to 


mobile phone networks. 
Some specialists claimed, 
however, that the Oftel move 
was less severe than had 
been expected. 

Another plus point for sen- 
timent was the re-emergence 
of takeover stories, with 
some optimists taking the 
view that the run-up to the 
year-end could bring oppor- 
tunistic bid activity. There 
was a buzz of takeover 
rumours surrounding Bacal 
Electronics as the market 
closed. 

The FTSE 100 bides: fin- 
ished a comfortable 22.6 
ahead at 5,557.1, having bit a 
session peak of 5,550.8. up 


25L3, only mtairies before the 
close. 

There was no comfort, 
however, for the mid- and 
smaftcap stocks. The FTSE 
250 dropped 252 to 4£81.3, 
burdened by a severe profits 
warning issued by Cox 
Insurance, by news of the 
collapse of merger talks 
involving Tarmac, and by a 
10 per cent-plus slide in 
Lasmo. the oil exploration 
stock. The latter has been 
battered by sliding oil prices. 

The FTSE SmallCap, 
meanwhile. looked set to 
threaten the 2.000 level, set- 
tling a net Z3 lower at 
2,005.5- 
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Racal 
attracts 
bid talk 

COMPANIES REPORT 


By Martin Brice, Joel Kfoazo 
and Peter John 


The latest bid rumour 
among defence-related 
stacks focused on Racal, 
which saw a brisk 5m dealt 
and rose almost 6 per cent A 
very bullish note from Salo- 
mon Smith Barney also 
helped sentiment 

Mark Davies Jones at the 
broker increased his target 
price on the shares from 
420p to 450p and told clients 
the company was cheap rela- 
tive to its telecoms and 
defence peer group. 

He added that the strategic 
value of the group's busi- 
nesses continued to increese, 
with the defence electronics 
concern “clearly attractive 
to larger rivals". 

A broker, said to be Hen- 
derson Crosthwaite, was 
apparently buying Racal 
stock in the market and by 
the close had amassed JLSm. 
There was talk that GEC, 
firmer at 521 ftp, had the 
group in its sights. 

Investors went on a buy- 
ing spree of telecom issues 
after the industry regulator’s 
move for a 25 per cent redac- 
tion In the cost of calls frota 
fixed-line phones to Cellnet 
and Vodafone Group phones 
was greeted with relief! 

Regulator Oftel said' it 


planned to implement 
recommendations by the 
Monopolies and Mergers 
Commission on the price of 
calls to mobiles. 

"This is not good news for 
either British Telecom or 
the two mobile operators, 
but there is some relief in 
the market that the regula- 
tor's recommendation was 
not more severe,” said one 
analyst. 

Vodafone was the best per- 
former in the FTSE 100 after 
the shar es rose 42 or 4.65 per 
cent to 945p in trade of 8.9m. 

Dealers also welcomed the 
news that Vodafone was in 
preliminary discussions with 
leading South Korean mobile 


phone operator SK Telecom. 
One analyst said: “This 
would be a good move as it 
shows Vodafone to be mov- 
ing to pick up assets 
cheaply.” Rival Orange was 
also bought and the shares 
added 25 to 638p. 

It was a poor day for 
Securicor, which has a 40 
per cent stake in Cellnet. 
The shares eased 3 to 477ftp 
after the group reported 
improved full -year figures at 
the bottom end of market 
expectations. 

The rest of Cellnet is 
owned by BT, which saw 
turnover of 9.2m as the 
shares hardened 21 to 88lp. 
The market was unmoved by 


Bestairf worst perforating FTSE sectors 

Tefecoramracdtons Ofl ErptoraBon & ftodaeBos 

5250 1 : — 2400 



Sep 


1938 


dec Sep 


1998 


Dee 


1 FT 30 

INDEX 









Dec 15 

Dk 14 

DK 11 

Dec 10 

Dk 9 

Yr ago 

■HWi 

tow 

FT 30 

33575 

33561 

3381.4 

34167 

33968 

27525 

40045 

27905 

om dto. ifeht 

210 

3.11 

111 

357 

3.00 

4.15 

422 

272 

RE taOO net 

2153 

21.53 

2159 

2157 

2179 

16S4 

2541 

1550 

»E retort 

2154 

2144 

2150 

21.78 

21.70 

1648 

25.19 

1671 

FT » «a BB*MK Hpi «u mm* km 4SL4 BOW sm om into. 



FT 30 bowtr dsngts 








8 10 

11 

12 

13 

14 

15 

16 

Hgk 

Law 

3359.1 33626 3347.4 

33466 

33472 


33627 

3380.1 

3373.8 

33395 


e Free imm mu ims ai ughts mu -f« im 


STOCK MARKET TRADING DATA ! 


Dk 15 

DK 14 

Dk 11 

Dk 10 

Dk 9 

Yr ago 

SEAQ bregH* 

65.561 

58500 

67575 

66545 

84537 

32,705 

EoAr tumowr (Emff 


43548 

51,797 

50.B13 

51530 

9694 

Equity b*B*ta*t 


2S445 

33735 

34167 

3415.6 

1B585 

Sham traded (wjf 


6865 

8305 

8955 

8069 

4535 

Total maM bupilnst 


53.468 

87.780 

65511 

85563 

-• 

Total barewar (Emit 


32245 

42135 

43967 

43S21 

- 

ToHUn tradad (not 

8085- 

8604 

10163 

11025 

3820 

• 

TradcpoM kiremr (Ere) 

161 

155 

264 

17.4 

215 

515 

ftadepoW shre tradad(in) 

75 

85 

8.8 

95 

60 

135 

tEmtafca WikuiM ■* mnea Irawr toi nditq Om unw IK onto kaa « 6pm. t UK pks 

UnisBtat tnm 







■ Loudon ouriixt data 








Rbuarittr 


[ 52 totart 1¥0tat and tow* j 

UFPE Equfly option 


Tom risk 

632 

Total Ugta 

40 

Total contacts 

46537- 

tom ft* 

585 

Tata Lows 

101 

Cato 

215+4 

Saaa 

148+ 



Puls 

24593 


Dac IS Unto baud on Equity shares Mad on tbe London Share Senrica. 


reports that the regulator’s 
recommendation will cost 
the group around flOOm a 
year. Henderson Crosthwaite 
is a fan and ha« an £11 12- 
month target on the stock. 

Building materials group 
Tarmac suffered the wrath 
of angry shareholders who 
dumped the stock in 
response to the foiled talks 
with Aggregate Industries. 
Their ire was aimed at chief 
executive Sir Neville Simms , 
who is perceived as the 
stumbling block. 

In the eight months to 
August. Tarmac underper- 
formed the FTSE All-Share 
by 30 per cent, bnt since 
then had recovered much of 
the lost ground. 

Yesterday it was one of 
the worst performers in the 
FTSE 250, down more than 
10 per cent, or 12ft to lOlftp 
in volume of 5.7m. Four 
years ago, the shares were at 
205p. A break-up value of 
about 125p a share has been 
put on Tarmac. Aggregate 
was down 2Vi to 68ftp. 

Analysts suggested that 
the larger Institutional 
shareholders were unlikely 
to be satisfied with the star 
tus quo at Tarmac, which 
had been expecting to. put 
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the final touches to the deal 
yesterday. PDFM on Monday 
said it had increased its 
stake Cram about 19 per cent 
to 20.76 per cent. 

David Taylor at Teatber & 
Greenwood said: “Sr Neville 

S imms has committed the 
rarriirm] sin in the corporate 

governance lexicon - bla- 
tantly acring against the 
wishes and interests of the 
shareholders.” 

Lasmo fears 

Exploration and produc- 
tion group Lasmo tumbled 
10 per cent yesterday as 
feats grew that the company 
would have to announce a 
rights issue soon. 

With Brent crude trading 
at just above $10 a barrel 
and breakeven for the group 
standing at $15 a barrel, the 
market remains concerned 
that Lasmo needs a cash call 
if it is to remain on an even 
keel. Dealers pointed out 
that lasmo fell 12 to I02ftp 
while Enterprise - its closest 
competitor - was only down 
3 at 3G2p. 

The Zeneca Astra story 
rumbled on yesterday with 
rumours of a counter hid for 
Zeneca sending. -the UK 
group Up 73 to £2597. 

SmithKline Beecham and 
Glaxo Wellcome have both 
been dted as potential candi- 
dates and SmithKline, which 
has two foiled mergers 
behind it, was up 17 at 787p. 
However dealers said Smith- 
Kline chief executive Jan 
Leschly met analysts on 
Monday and implied he was 


not interested in Zeneca. 
Glaxo fen 16 to £19 J2. . 

Medeva eased a penny to 
93p after Lehman Brothers 
slashed forecasts. 

Barclays dropped 32 to 
£ii- 7S with some mischief 
makers suggesting there 
were more financial black 
holes. However, analysts 
said a cautious note from BT 
Alex Brown was doing the 
damage. 

Northern Rock were 
marked down 4 to 552p as 
Schroder Securities cut its 
1998. 1999 and 2000 forecasts. 

Schraders themselves 
were on offer with HSBC 
Securities cutting its 1998 
and 1999 e st im at e s following 
a one-to-one meeting with 
the merchant bank. The 
shares fell 22 to £10.44. 

Cox Insurance slumped 
nearly 45 per cent cm a warn- 
ing that pr ofi t s for the foil 
year would be 30-40 per cent 
below forecasts. 

It ended 152ft down at 
186ftp- 

Media group Pearson, 
which owns the Financial 
Times, bounced 48 to £11.10 
ftftw fiie company said trade 
had been in line with expec- 
tations in the second half. It 
fell 33 on Monday. 

g™p moved down 80 to 
970p. The publishing group 
is launching a £36Qm rights 
issue to finance the acquisi- 
tion of Petersen of the US. 

The purchase by BBA of 
AMR Combs, a US aviation 
services network group, fix' 
ElOOm, saw the shares race 
aTwwd anrid positive broker 
comment. The stock gained 
14ft to 345p, one of the better 
jgTSfi 250 performances. 

News that football group 
Newcastle United had 
received a preliminary 
approach that would not be 
more than HOp a share 
dashed the best hopes of fol- 
lowers of the stock. 

Specialists had hoped for 
130p a share. Initial momen- 
tum faded and they dosed 
6ft down at 98ftp. Sony and 
Time Warner are said to be 
interested. 
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Rockwell Science Center is developing 
novel semiconductor materials for 
high-efficiency microwave amplifiers. 
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Korea offers sole piece of seasonal cheer 




EMERGING MARKET FOCUS 


w^ovrayiEw 

The sharp fan on Wall Street 
late on Monday did nothing 
to encourage Investors to 
emerge from their pre- 
Christmas torpor yesterday, 
1 °^esPtm?CoggmL 
The Korean market pro- 
v lded a rare moment of sea- 
sonal dheer by chanting up 
Its all-tune high for the year. 
Although weH down on Its 
level at the start of the 
Asian crisis, the Seoul 
bourse has been at the fore- 


front of A regional share 
price recovery that has seen 
some markets doable. 

Economically, Korea is not 
out of the woods: the finan- 
cial problems of the chaebol 
still remain. However, lowo: 
interest rates are driving 
Investors into stocks. 

In the other main emerg- 
ing market bloc. Latin Amer- 
ica, attention was focused on 

Brazil, where the stock mar- 
ket fell &5 per cast on Mon- 
day on concern that con- 
gress might block the reform 


programme of President Car- 
doso. The market rallied at 
the opening yesterday but 
had lost all the gains by 
lunchtime. 

European markets drifted 
far much of the morning, but 
rallied in the afternoon 
when Wall Street showed 
early signs of recovering 
from Monday’s 126-point tell 
in the Cow. Volume was 
fairly light - as it is expec- 
ted to be for the rest of the 
year - frith the main excite- 
ment stemming from the lat- 


est round of takeover 
rumours, this time involving 
Electrabel and Tractebel of 
Belgium. 

Most strategists ~are still 
expecting decant European 
economic and earnings 
growth for 1989, and with, 
scope for Interest rates to 
fan farther, that should pro- 
vide a level of support far 
the continent's bourses. 

A much mare problematic 
market h Japan, which has 
disappointed bargain hunt- 
ms repeatedly in the 1990s 


and remains more!, than- 5b 
per cent below its 1989 high. ; 

Simon Dobson, who man- 
ages the GT Japan invest- 
ment trust, says be does not 
see much grounds for opti- 
mism. “Our economists fore- 
cast another year cf negative 
gross domestic product 
growth, while corporate 
earnings, which should fall 
30 per emit in the year to 
March 1999, will probably 
drop again in the year to 
March 2000* - 

That makes, him unenthu- 


siastic about the prospects 
for Tpkyo in .1999 and his 
portfolio is otmoenlralaf on- 
file defensive sectors such as 
pharmaceuticals and .con- 
sumer nan-durables. 

But things could improve, 
he believes, if the political 
leadership takes action .to 
accelerate the pace of struc- 
tural, reform. That would, 
cause some problems in the 
short term, as weak comp* 
nies ML but ' the eventual 
result Would be a V-shaped 
recovery in the market ' - 


High-techs 
give Wall St 
early boost 


Financials lift Amsterdam 


AMBWMS_ 

DS stocks rebounded from 
Monday’s sell-off, with semi- 
conductor and other high- 
tech shares leading the mar- 
ket higher at midsessian, 
writes John Labate in New 
York. 

Investors appeared to take 
in their stride Monday's wor- 
ries, ranging from the forth- 
coming House impeachment 
vote against President Clin- 
ton to worries about markets 
in Brazil and Japan. 

Bullish comments on Mon- 
day by the head of General 
Electric, a Dow member 
stock, helped set the upward 
tone in the market yester- 
day. GE rose more than 4 per 

cent to $90*. 

By midday, the Dow Jones 
Industrial Average was 37.07 
higher at 8,732.67 and the 
broader Standard & Poor’s 
500 index had climbed 8.46 to 
1 .149.86. Surging computer- 
related shares sent the Nas- 
daq composite 29.62 or 1.5 
per cent higher to 1,996.54. 

High-tech stocks aside, 
much of the market was cau- 
tiously pursuing the upside, 
with advancing stocks only 
slightly ahead Of riprfining 
ones on file NYSE. 

Profit warnings continued 
into Tuesday, with industrial 
equipment producer Cater- 
pillar cautioning that fourth- 
quarter earnings would be 
slightly below the third 
quarter’s levels. Caterpillar 
shares were down $1% or 4 
per cant at $44%. 


Investors returned in force 
to major computer stocks, 
with Microsoft up $2g to 
$130% and Intel gaining $3% 
to $115 A. Semiconductor 
shares climbed higher as a 
group, sending the Philadel- 
phia Stock Exchange's semi- 
conductor index more than 3 
per cent higher to 328.79. 

Grade, the second largest 
software company, rose $1% 
to $38% after Warburg Dillon 
Read Initiated coverage of 
the company with a “buy” 
rating. Computer maker 
Gateway climbed more than 
5 per cent to $52. America 
Online gained $2% to $68% 
after announcing plans to 
enter the Latin America 
internet -market. 

Smail -company shares 
were also on the mend, with 
the Russell 2000 index up 
2.01 to 38996. 

TORONTO was higher at 
midsession, helped by a 
strong showing in golds. The 
TSE-300 composite index reg- 
istered a gain of 16.54 at 
6,234.20 in volume of 27m 
shares. 

Nine of the market’s 14 
sub-indices opened in posi- 
tive territory, led by golds 
and the communications 
sector. 

Gold miner Placer Dome 
climbed 50 cents to C$19.40 
while Barrick Gold turned 
back from an early C$3020 
to trade flat at C$29.70. 

The gains were tempered 
by weakness In the transpor- 
tation sector and the paper 
and forest products group. 


Tax plans hit Telmex 


MEXICO CITY dropped 
almost 2 per cent in early 
trading, dragged lower by a 
foil in market leader Tele- 
fonos de Mexico and Mon- 
day's weakness on Wall 
Street 

The IPC index was down 
75.69 at 3,752.63 by mid- 
session. 

Telmex fell 35 centavos or 
L5 per cent to 23.35 pesos 
after newspaper reports 
suggested the government 


would succeed in its attempt 
to introduce a new telephone 
tax. 

Its proposal for a 15 per 
cent tax on telephone ser- 
vices bad met with strong 
opposition in congress. 

BUENOS AIRES gained 
more than 2 per cent in early 
trading, helped by early mar- 
ket rises in Brazil and the 
US. The Merval index was 
928 higher at 418.930 in early 
trading. 


Jo’burg rises in quiet trade 


SOUTH AFRICA 

Johannesburg edged ahead 
but in quiet trade ahead of a 
public holiday today. The all 
share Index finished 11.6 
firmer at 5J71.7. Industrials 
picked up 27 to 5.890, while 
golds, helped by a firmer 


bullion price, put on 213 to 
9322. 

Analysts noted that hanks 
came under pressure as offi- 
cial interest rates held 
steady at the daily repo ten- 
der. Absa shed 65 cents to 
R24.65 and BOE slid 15 cents 
to 355 oents. 


EUROPE 

A good day for financials left 
AMSTERDAM at Its high far 
the session with the AEX 
index up 1827 at 126329, a 
gain of 1.7 per cent 

Volumes were mostly dull 
but financials came in for 
steady buying. Fortis Amev 
jumped FI 520 or 4 per cent 
to FI 136.70 while ABN Amro 
rose 80 cents to FI 38.40 in 
72m shares traded. 

Telecoms leader KPN con- 
tinued to climb, rising FI 400 
to FI 8420 for a twoday gain 
of 72 per cent. Akzo Nobel 
Slipped FI 220 to FI 7320. 

TNT Post advanced fl 120 
to FIS4A0 on the news that 
it was paying FFrSbn for Jet 

lbs FTSE Garatop 300 beta 
rose 523 or 054 par cant to 
1,10225. See Euo Prices page. 

Services of France and hints 
from the company other 
acquisitions may be in the 
pipelin e. 

FRANKFURT featured a 7 
per cent surge in Deutsche 
Bank on news that it 
planned to spin off DM40bn 
of its Industrial holdings 
into a new company. The 
shares jumped DM6.50 to 
DM99. but the rest of the 
market failed to make much 
progress on a day of light 

and v olatile t rade. The XetTS 

Dax closed 6.44 higher at 

4,569.70. 

The motor sector came 
under renewed pressure 
after Monday's rebrand. VW 
led the way down with a foil 
of DM5.40 to DM120. BMW 
lost DM26.60 to DM1,064.40 
and DaimlerChrysler lost 
95pfg to DM 149.70. 

The pharmaceuticals and 
chemicals sectors put in a 
better performance. Bayer 
climbed DM1.71 to DM6720 
while Sobering, still consid- 
ered a merger candidate, 
gained DM2.75 to DM218. 

Viag was another winner, 
bouncing up a further 
DM42.70 to DM964.75, with 
Investors still encouraged 
that talks over phasing out 
atomic energy generation 
would start in January. 

PARIS ended little 
changed with the CAC-40 
Index up 1025 at 3,673.76 Oil 
leader Total, up 32 per cent, 
provided the day’s firmest 
feature. 

Total added FFr22 at 
FFr577. Along with the 
energy sector generally, the 
shares have been hit by a 50 
per cent decline in Interna- 
tional oil prices over the 
past 13 months. 

There has also been broker 
pessimism over the recent 
acquisition of Belgium’s 

PetroFina. 

Interest in the stock was 
said to have been partly 
sparked by a downgrade to 
“neutral" from “outperform” 
at Lehman Brothers. The 


RmyCoMiMr. 
Stare Dries antadn't 





brokers set a fresh target 
price of FFr650. 

Alcatel gained FFr19 at 
FFr665 and Inforge contin- 
ued to push higher, rising 
FFr18 at FFr552. Banks were 
mixed: BNP shed FFr14 at 
FFr400. 

A return to profits for the 
first six months sparked a 
spirited rally at drinks group 
Remy Cointreau, lifting the 
shares FFr6.45 or 72 per cent 
to FFr9120. 

Pa the jumped FFr137 or 
92 per cent to FFr1216 _ on 
takeover talk after conglom- 
erate Bollore Technology 
revealed that it had taken a 
102 per cent stake in the 
film group. 

BRUSSELS had a good 
day, supported by strong 

gains in firmnrials and Other 
Index heavyweights. The 
Bel-20 index closed with a 
gain of 8720 or 2.1 per emt 
at 820826. 

Electricity company , Elec- 
trabel jumped BFr600 or 42 
per cent to BFrl4,725. off an 
earlier record high of 
BFrl4275, on continuing 
speculation over a possible 
merger with Tractebel, Its 
parent company, which rose 
BFH30 to BF16260. 

Petrochemicals company 
PetroFina jumped BFr660 or 
42 per cent to BFM5.750 as 
traders arbitraged between 
PetroFina and France's 
Total, which has launched a 
bid to take over the Belgian 
company via a share swap. | 

Against the trend, Bteel 
cord and wire mater Bekaert 
tumbled BFr850 or 42 per 
cent to BFn.7,000 after the 
company warned that 1996 
net profit would be half 1997 
levels. 

Shipper CMB was an even 
bigger loser, down BFr72 or 
5.1 per cent at BFH248 after 
a number of profit warnings 
by cyclical companies 
increased worries over the 
company’s prospects. 

The stock's exit from the 
Bel-20 index, due to take 
place on January 15, 
increased selling pressure 
from index tracker funds. 

Fortis, however, put on 
BFr300 to BFT10250, benefit- 
ing from fund buying ahead 
of the Bel-20 index revision 
when the Fortis weighting 


Tokyo dips again on bank fears 


MAJPMS_ 

Shares in TOKYO took a 
further dive yesterday as 
fears in the hanking sector 
continued to linger following 
the temporary nationalisa- 
tion of Nippon Credit Bank, 
writes DetoraA Haynes. 

The hawking sector as a 
whole slipped 3.06 per cent. 
Sanwa Bank fell to Y982 
before ending at Y990, down 
Y32, and Tokyo Tomin Bank 
dropped as low as Y3.092 
before dosing down Y40 at 
Y3J10. The Industrial Bank 
of Japan, the country's only 
remaining long-term credit 
hawk, lost Y43, finishing on 
Y572. 

The Nikkei 225 average 
dosed down 100.43 or 0.71 
per cent at 14.011.19 after 
dipping below 14,000 for the 
first time in a mouth. It 
touched a low of 13265.28 
and high of 14,192.80- 

The Nikkei 300 finished 
down 227 at 216.60 while the 
broader-based Toplx index 
Ml 1124 to 1,08927. 

Concerns over weak Wall 
Street stocks contiibntedto 
& pessimistic ffiood in Tokyo, 

with volume Increasing to 
410m shares. Declining 
issues outnumbered gains 


South Korea 
riomOvnperito- 



Jaa 19BB 


804 to 327, with 172 Issues 
unchanged. 

Export-orientated blue 
chips moved lower. Sony 
retreated Y4D to YB260 and 
Hitachi sank Y19 to Y67& 

On the positive side, food 
makers and retailers posted 
gains of 0.47 per cent and 
0.57 per cent respectively, 
with Mitsukoshi rising Y6 to 
Y328 and Ito-YoKado surging 
Y4Q to Y7.660. 

In Osaka the QSE average 
was down 175 at 14.715. 

SEOUL shrugged off a 
steep foil for banking stocks, 
gaining 2026 or 3.7 per cent 
to a high for the year of 


579.86 on the composite 
index after another session 
of moderate volume. 

Brokers said the main 
upside drive came from soft- 
ening money costs and 
Investors switching out of 
debt markets into equities. 
Securities and construction 
shares pushed strongly 
higher. 

The banks sector, in con- 
trast. fell 5.7 per cent amid 
rumours that the govern- 
ment was set to wind down 
its support for the sector. 
Korea First tumbled 
Wonl.070 to WonB.070 and 
Seoulbank foil Wonl.no to 
Won6290. 

HONG KONG shrugged off 
Wall Street’s overnight 
losses, but brokers said that 
a 12 per cent rise in the ter- 
ritory’s market was uncon- 
vincing given that many 
investors were sitting on the 
sidelines. 

The Hang Seng index 
recouped Monday’s losses 
with a rise of 127.63 to 
9257-84. 

Goldman Sachs has fore- 
cast that the index was set 
to make a push towards 
12,000 points during the sec- 
ond half of next year after a 
period of consolidation dur- 


ing the first six months. 
Morgan Stanley Dean Witter, 
meanwhile, remains mildly 
overweight In Hong Kong. 
Its dividend discount model 
puts fair value for the Hang 
Seng at 12200. 

BANGKOK pushed higher 
In minima! volumes with the 
SET index adding 4^ or 12 
per cent to 349.18. Total turn- 
over was Bt2.?bn. Banks 
.were active, with Thai Farm- 
ers rising Bt225 to Bt52 and 
Krung Thai Btl at Btsn.48. 

BOMBAY fell more than 2 
per cent after parliament 
delayed a MU to allow over- 
seas companies to become 
involved In the In dian insur- 
ance sector. 

The exchange index closed 
6226 or 2.1 per cent lower at 
222748. 

The bouse decided to refer 

the ingmunen bill, OH 

Tuesday, to a panel that Is 
expected to report on the 
first day of the next parlia- 
mentary session. 

The delay caused concerns 
that a bill on patent reform 
would also be held up. The 
market had risen 7.1 per cat 
In six days' trading on hopes 
that economic reforms 
would be accelerated once 
the two bills were passed. 


will be sharply Increased. 

ZURICH, was higher 

by . the firmer .dollar and 
Wall Street's: jnore positive 
tone. The SMI Index closed 
with a gain of 1082 at 
6.7682. 

Among and 

insurers, CS - Group gained 
SFrfLSO to SFi207 but UBS 
edged down SFrl to SFrtOO. 
Baloise slipped SFr20 to 
SFrl, 460 as pram- fairing set 
In. The shares were sharply 
high er on Monday on specu- 
lation that the company 
might be a takeover target 
for Germany’s - Deutsche 
Bank. •• 

A! Group, under pressure 
last week, added to Mon- 
day’s rebound with a rise of 
SFrtB to SFT1256. 

MILAN flndtvj marginally 
higher after a handful of 
large companies performed 
strongly on an otherwise 
quiet day's trading. The Mib- 


tel index gained 188 or 0.6 
par cent to gn&ai 21298. • 

. OhvettiTtbe ta fejreinuum - 
ftrtfopw and ww n p ii f r com- 
pany, dosed Ll40 or 22 per 
cent higher at' L421& ahead 
of abaardrmeetfhgthatwas 
expected to provide positive 
news about thqjaftwmanoe 
of its telecoms unit J 
. Telecom ftahajjot-.qri U79 
or .12 per cant hr finish on 
L13247 after itrev&aled that 
it was takfog cantral nf two. 
Brazilian, cellular phone 
companies. 

Investors reacted posi-, 
ttvely to upbeat comments j 
by Alitalia, f^njUtoftebdat 
its results this year. The: 
stock rose 1238 Or 4 per cent 
to dose at L6214. ■' 

nm Ara rat rose sharply as 
mark^ tea^lifokia: recov- 
ered mosb of .file ground it 
lost after a p^pftts wanting 
lBBt week fayMSg&ffon. its 
SwedhiferivaDv^-.r ••'•••• 

The Bex gatieral index; 
dosed -32522 nr 22 per cen t 
up at 5,10049 as Nakfa-rose 
FML7.40 or 32 par cent to 
FM547AD. 

Nc&a lost 32 per cent in 
three- days’ trading after 
Ericsson warned fast Thurs- 
day that its 'fourth-quarter' 
profits wouM be between 15 
audio per cent below expec- 
tations due to. a. drop in 
global demand. The Hex 
index shed 8.1;^ pant over 
the same three ^ days. 


■■ ■* ■— ■ ■ 
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Budapest brokos held their 
collective breath yesterday 
then let it but hi a resigned 
sigh as the. hoped-for fire- 
works from the listing of two 
electricity distribution com- 
panies failed to materialise. 

Both listings were 

suspended at the start of the . 
session, which meant trad- 
ing volumes were minimal 
and the shares showed little 
change from-Mbnday's over- 
theccuhter dosing level. 

The shares in Efanu. serv- 
ing Budapest, and Emasz, 
serving north-east Hungary,' 
shot up 20 per cent, but only 
against the so-called base 
.prices osfenjated from', an 
average QTC.price to fixe 
past six weeks; These ware 
unredfaticaily low- in refa- 
tfantothalatest OTC prices, 
said -analyst Gergely Var- 
konyi rflNG Baring.. 

/ ' Against base prices, the 
opening, bids', promptly 
pushed -Ate. shares through 
the' allowed ao.per cent fluc- 
tuation hand; Ehnu. opened 
at Fti7,500 and closed at 
JPttajSOO while Emasz rose 
FtSOO to FtfltfOa The stocks 
rweret suspended, “ft was a 
hegtontog,*’ said Mr 
Varii onyL 

; However, Georg Hassffrr- 
gens.of WestLB remained 
confident the r-new EDCs 
would settle . and move 
higher, "It whs expected 
•they would go Bke a rocket 
in the - first' days! Interest 
was huge, theca has been a 
. lot of speculation in file past ' 
few weeks an the OTC mar- 
ket. and those speculators 
are stffi-stttixv nicely.” - 

MrHansfftrgens believed 
. (be EDCs would be good per- 
. flamers, with stable incomes 
a tt r a c tiv e tp retail I nv e s to r s 
-and funds. But even his 
enthusfasn -fra the stock is 
guarded by tbs' limited free 
float - estimated at 22 per 
;cent for Elmu and 21 per . 
cent for Emasx 

This puts the. free float 
market capitalisation at 
about $38m and $2fon respec- 
tively. The three, unlisted 
EDCs will , come to the mar- 
ket hr the next few weeks 
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and privatisation com- 
pany APV is expected to sell 

its residual EDC stakes next 


But according to Mr Var- 
konyi the combined increase 
in capitalisation will not 
exceed gloom. 

The electricity distribution 
listings are somehow symp- 
tomatic of the bourse, which 
saw its last public offering in 
April - D emasz, the first 
EDC to wane to the market. 

These shares quickly 
reached a record high of 
Ft9,O20 but have since 
declined due to election wor- 
ries and the fallout from 
Russia. Since September the 
benchmark Box index has 
risen from Its- nadir of less 
than 32Q0 to 5220 yesterday 
- partly as foreign investors 
start to; return, said Mr 
Hangflxges&~ 

. But - without a more solid 
return of foreign investors 
the market remains flat 
despite good fundamentals 
and solid earnings fay many 
fasted companies. . 

\ Next year should see APV ; 
sell ritoL stake In Telecom! 
Matav r a 5.4 per cent chunk 
worth $3i0m. That plus 
stakes is broadcaster 
Antenna Hungaria and even 
: some' private offerings could 
help lift the stock, market 
gloom over the Danube. .. 

Mr Varkonyi .admitted: 
“Next year could be. & fait 
different" 

Kester Eddy 
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These days, if your execution isn’t flawless, 
your results can be disastrous. 


Chase’s impeccable execution makes us the trading partner 
you can count on in today’s volatile capital, derivatives and foreign 
exchange markets. Our 4,000 global markets professionals are committed 
to providing the superior research and precision timing 

you need to succeed in any market environment. 
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r acade weakened by structural problems 

The remarkable- achievement in readying the country for Emu is threatened, says Paul Betts, by unresolved stresses in the economic and political are 
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It was supposed to be a 
grand opening; a symbol of 
modern Italy preparing to 
join Europe’s new economic 
and monetary union... It 
ended in a mortifying flop. 

Behind the flashy facade, 
reached by a dramatic 
Golden Gate bridge-style 
ramp,- of Milan's new Mal- 
pensa airport, computers 
broke down, luggage went 
missing for days and airlin- 
ers were grounded when the 
emulsion on one of the run- 
ways melted in the tmsually 
warm November sunshine. 

The grand opening of the 
L2,200hn ($1.3bn) northern 
hub, 15 years in the making , 
nearly did not happen at all 
As the great day approached, 
Malpensa was the focus of 
an unseemly diplomatic row. 
between the Italian govern- 
ment and a European Com- 
mission anxious to avoid 
what it had rightly predicted 
would end up as a grand 
fiasco, to the cost of airHntm 
and passengers. 

The danger is that the 
Malpensa syndrome Is 
spreading to the heart of the 
country's fragile efforts to 
adapt its economic, political 
and soda! structures to the 
challenges of a, more inte- 
grated Europe and a global 
economic system. 


. Italy has made consider- 
able progress in the last few 
years. But behind thfa facade 
lies a series of unresolved 
structural; economic and 
; political problems that need 
to be . addressed quickly to 
avoid a repeat of Malpensa 
only on an even grander 
scale. 

Two years ago few would 
have given Italy much 
chance of meeting the 
requirements to qualify for 
immediate membership of 
Emu. .But the centre-left 
Olive Tree coalition govern- 
ment led. by Romano. Prodi 
confounded the critics. A 
remarkable effort, spear- 
; headed by Carlo Azeglio 
Clampi, the economy minis- 
ter, brought order to Italy's 
chronic public finances, 
bringing, the public sector 
deficit to growth ratio to the 
requited 3 per cent, privatis- 
ing large chunks of the state 
. sector and reducing inflati on 
to levels unknown in the 
past 80 years. 

Tbe dechne m mflati nn, to 
an annual rate of 1.7 . per 
cent this year,.has led to a 
collapse in' government bond 
yields. In turn, this has pro- 
voked a radical change in 
Italian savings habits as 
investors abandoned bonds-, 
for equities. ' The conse- 


quences on the now priva- 
tised stock market were 
quickly felt with Italian 
equities, even in these vola- 
tile days, performing more 
strongly than their Euro- 
pean peers. 

A wave of mergers started 
a long overdue process of 
1 consolidation in the coun- 
try's fragmented hanking 
industry. Private sector com- 
panies, big and small, accel- 
erated their restructuring 
and streamlining. The old 
influential business and 
financial networks came 
under, strain. Fine words 
filled the newspapers about 
Italy's new business culture 
and its adoption of new cor- 
porate governance rules - 
Even the Agnellis, the Turin 
dynasty controlling Flat, the 
grand dame of Italian indus- 
try about to celebrate its 
centenary, started reshuffl- 
ing, and simplifying their 
considerable holdings. 

In September, the Prodi 
government fell To outsid- 
ers and to many Italians, one 
suspects, it seemed an 
incomprehensible and some- 
what - eccentric time to 
change government At last 
Italy appeared to have found 
some political stability and 
was moving relatively confi- 
dently into the next, millen- 


nium. To insiders, it was a 
classic example of politics as 
usual in Rome. 

The government fell on 
the whim of Its hard- 
line Refonnded Communist 
ally which was unhappy 
about the proposed 1999 bud- 
get and the government's 
foot-dragging on the intro- 
duction of a hi g hl y contro- 
versial 35 hour working 
week and greater stimulus 
for job creating investments 
In the depressed south. 

The Refounded Commu- 
nists themselves split on the 
decision to withdraw their 
support to Mr ProdL After 
two weeks of mano euvring* 
and an unsuccessful attempt 
by Mr Prodi to form a new 
government, the prime min- 
ister’s baton was passed to 
Massimo D’Alema, leader of 
the ex-Co mm uniat Demo- 
crats of the Left party who 
had been impatiently 
waiting in the wings to 
become the first former 
Communist to lead an Ital- 
ian post-war government 

After all the political back- 
stabbing - reminiscent of 
the country’s 50-odd post 
war government crises - the 
new D'Alema administration 
has continued to pursue the 
broad lines of its predeces- 
sor. The 35-hour issue, so 


violently raised by the 
Refounded Communists, has 
disappeared from public 
debate. Privatisations are 
continuing in spite of the 
more difficult international 
flnanriai market climate. 

Ambitious plans to revive 
the depressed southern econ- 
omy through state inspired 
project financing are being 
put together. The govern- 
ment is urging its partners 
to adhere to a social pact to 
help Italy pursue a virtuous 
economic course. Apart from 
Mr D'Alema’s strong com- 
mitment to try to reform the 
country’s voting system, to 
ensure a more stable two 
party system and reduce the 
influence of smaller parties, 
there have been few notice- 
able changes in policy. 

Yet, as January 4 
approaches and Italy pre- 
pares to adopt the euro, 
cracks are beginning to 
show in the country's 
facade. The recent imbroglio 
over the arrival In Italy of 
Abdullah Ocalan, the Kurd- 
ish Workers's Party (PPK) 
leader, compared by some to 
"a political and diplomatic 
Malpensa" has unsettled the 
government just as it has 
been seeking final parlia- 
mentary approval for next 
year's budget. 


It has compounded an 
already difficult situation 
provoked by the slowdown 
in growth. At the beginning 
of the year, the previous gov- 
ernment expected the econ- 
omy to grow by 2J> per cent 
In 1998. After the combina- 
tion of the Asian. Russian 
and other emerging market 
crises, the estimate was 
revised to 1.8 per cent. In 
recent weeks, government 
ministers, the Organisation 
for Economic Development 
and Co-operation and Italian 
econonomic institutes have 
suggested it would be closer 
to 1-5 per cent. 

Both internal and external 
factors are expected to hold 
back economic growth dur- 
ing the next two years, 
according to the IRS 
research institute. A recent 
study by Goldman Sachs, the 
US investment bank, pointed 
the finger at a combination 
of the Asian crisis and the 
ending of Italian government 
new car sales incentives as 
significant reasons for Italy’s 
lower than expected growth 
prospects which will see the 
country lagging, in growth 
terms, behind its European 
Union partners. 

Italy bas suffered the 
"Asian shock" more than 
Germany or France, accord- 


ing to the Goldman Sachs 
report. Italian exports to 
Asia, which fell only by 3.7 
per cent in 1997. declined by 
18.7 per cent in the first half 
of this year. Italian goods 
also tended to compete 
directly with Asian products, 
especially in the textiles, 
shoes and leather goods sec- 
tors, as well as io a number 
of capita] goods sectors, such 
as machine tools. 

This has been exacerbated 
not only by an increase in 
Asian exports to Italy but 
also in competing Asian 
products gaining ground 
over Italian ones in third 
markets. With the single cur- 
rency. Italian industry's tra- 
ditional competitive reliance 
on currency devaluations 
has disappeared at a time 
when its Asian competitors 
are now benefitting from 
their own currency deprecia- 
tions. 

Overall, Goldman Sachs 
estimates Asia has cost Italy 
a full percentage point in 
lost growth. As for the end 
of government car sales 
incentives in July, this has 
led to a decline in Italian 
consumer spending of 
between 0.5 per cent and 1 
per cent this year or a reduc- 
tion of nearly 0.5 per cent in 
GDP growth. 


The government has 
insisted that lower growth 
expectations, and hence 
lower tax revenues, would 
not compromise its target of 
a 2.G per cent public deficit 
to growth ratio this year. 
The sharp decline in interest 
rates, and. thus, of the gov- 
ernment’s debt servicing 
costs, has so far compen- 
sated for the impact of lower 
than expected growth. 

But there are other wor- 
ries. Unemployment is at 
around 12 per cent with little 
sign of coming down 
quickly. Industrial produc- 
tion is flagging and the lat- 
est business confidence sur- 
veys are gloomy. 

The country still has to 
address fundamental struc- 
tural problems, including a 
state bureaucracy that 
remains of gargantuan pro- 
portions, a long overdue 
reform of the country's pen- 
sion system (which the gov- 
ernment appears happy to 
postpone to avoid labour 
strife; and an overloaded 
and inadequate transport 
infrastructure system. 

Unless it starts tackling 
these issues with determina- 
tion, Italy may find itself 
stuck on the Malpensa run- 
way as it seeks to take-off 
into the new Europe. 
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PRIVATE EQUITY by David Lane 





Vultures turn out to be magpies 
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With the markets still 


That private equity is not 
just something for Italians to 
read about in finance manu- 
als and the international 
pages of the business prpss 
but is a reality was under- 
lined in mid-October when 3L 
Europe, a British venture 
capital company, announced 
it had taken a 25 per cent 
interest in Finder Pompe. 

Based at Me rate, about 
40km north-east of Milan. 
Finder Pompe makes pumps 
for the chemicals, food and 
pharmaceuticals industries. 
E sport markets absorb about 
one half of the company’s 
sales, which are expected to 
reach L44bn ($ 26 . 3m) this 
year. The company is typical 
of the strong fabric of fami- 
ly-owned, small and medium 
sized 'manufacturing busi- 
nesses in northern Italy that 
are targets for private equity 
operations. 

Investment by 3i Europe 
will provide capital for 
Finder Pompe to expand 
through acquisitions and, if 
all goes to plan, lead to a 
stockmarket listing for the 
company. It was the 12th 
operation undertaken by 3i 
Europe in Italy during the 
past IS months and lifts 
investment in that period to 
more than LlOObn. 

“We see the pace accelerat- 
ing. We plan to invest LSObn 
□ext year, L120bn in 2000 
and Ll45bn in 2001," says 
Sergio Sambo net, 3i Europe's 
general manager in Italy. 

The British company’s 
investment in Finder Pompe 
Is not the main thrust for 31 
Europe's future, however. 
This will be in emerging sec- 
tors. such as biotech and 
infotech. where new prod- 
ucts and limited sales, cou- 
pled to complex cutting-edge 
technology and management 
limitations, make invest- 
ments much harder to judge, 
making them ideal for the 
specialists. 

While 3i Europe is now 
one of the most active opera- 
tors in private equity In 
Italy, when it started in 1991. 
initially directing its atten- 
tion towards companies 
needing development capi- 
tal. it was not the first into 
the market. Schroder Asso- 
ciati had been operating 
since 1988. Its managing 


volatile, industry is overcoming its suspicion of private equity providers 

tainty provides an opportu- 



Dream machines: Ducati was an obvious, and fiercely contested, cancEdate for equity taxing 


director, Paolo Colonna, says 
the company led the way in 
I talian private equity funds. 
“Citibank and Sopaf were 
already active but with their 
own money," he adds. 

Having invested L95bn in 
20 companies, Schroder’s 
Italian Venture Fund was 
wound up in June this year. 


“Often the firms are just 
not suitable.. They are 
one-man shows or there is 
lack of transparency." notes 
Mr Colonna. 

- Another reason is Italian 
legislation regulating closed- 
end fluids which forbids the 
holding of majority stakes in 
investments and requires 


Regulatory restrictions 
that handicap Italian funds 
do not apply to foreign 
funds. Neither do they apply 
to venture capital companies 
cw banks. 

UBS Capital, part of the 
large Swiss banking group, 
has made 22 private equity 
investments since entering 


Trade buyers accounted for the business in 1990. In some 


two thirds of the disinvest- 
ment and sale of the fund's 
interest to operating part- 
ners provided the exit for 
the remaining third. 

The fund earned signifi- 
cant returns for its inves- 
tors. the proceeds from disin- 
vestment being three times 
the amount invested. Schro- 


Italy is a paradise 
for buy-out funds, in 
theory. In practice, 
private equity has 


struggled 


of its investments it has 
acquired stakes exceeding 90 
per cent. UBS Capital has 
divested from 10, in nine 
cases selling back to owners 
or managers. The bank cur- 
rently has LlOObn of private 
equity investment on its 
books, all in manufacturing. 

Franco Riccardi, UBS Cap- 


der Ventures' second Italian ital's chair man, admits that 


fund, launched in 1994, has 
fully invested, its L108bn 
funding and already exited 
four of its 15 investments. 

“Italy is a paradise for 
buy-out funds, in theory. 
There is a large number of 
small and medium-sized 
businesses and many face 
succession problems," says 
Mr Colonna. In practice, 
however, private equity has 
struggled to exploit the 
opportunities, with consider- 
ably more finance being 
available for investment 
than has been invested. 

One reason for the gap 
between expectations and 
reality is the nature of Ital- 
ian businesses.. 


that funds should be fully 
subscribed at day one, rather 
than drawing down capital 
as it is needed, and must be 
listed after three years. 

Mr Colonna considers that 
the authorities failed to 
understand the role of pri- 
vate equity. "They missed an 
opportunity for modernising 
the system. In feet. Italian 
closed funds are not a seri- 
ous competitor in private 
equity. The Bank of Italy 
thought that it had to pro- 
tect widows and orphans. 
But private equity investors 
are institutions and high net 
worth Individuals, not small 
saverS, "he says.' 


investments can go sour. 
“We avoid property, finan- 
cial companies and start-ups 
and look closely at the qual- 
ity of management. The 
bank has had only one small 
problem case which cost 
L3bn.” he says. On the posi- 
tive side. UBS Capital can 
boast an annual internal 
rate of return of .75 per cent, 
net of operating costs, on its 
disinvestments, a figure that 
explains interest in private 
equity in Italy. 

Despite current concern 
about weak economic 
growth and market turbu- 
lence, some bankers consider 
that private equity could 
grow strongly. “The uncer- 


nity to negotiate better 
prices. Deals that were near 
to closing in July are now 
being re-negotiated," 
explains Dante Razzano. 
head of Deutsche Morgan 
Grenfell Private Equity. He 
believes that some compa- 
nies which were considering 
Dotation may now turn to 
private equity. 

Two years ago Mr Razza- 
no's company established a 
$ll3m closed end Luxem- 
bourg fund for Italian buy- 
outs. It has concluded three 
deals and a further three are 
expected by year-raid, when 
75 per emit of the fond will 
‘ have been invested. 

Ducati motorcycles, where 
the bank has complete own- 
ership, is the biggest deal so 
far. “Ducati has a strong 
brand, a worldwide name 
and good management.” 
says Mr Razzano. 

Flotation will provide the 
exit from Ducati. when con- 
ditions are right Although 
the Italian stock market is 
still KTimn, h is now a seri- 
■ ous option. Banks and funds 
mention intitial public offer- 
ings as an exit choice, 3i 
Europe, Schroder Associati 
and UBS having had invest- 
ments from which they have 
exited in this way. 

Yet disinvesting is the last 
step. The real challenge for 
Italian private equity has 
been to turn potential invest- 
ment into reality. “We look 
closely at four or five for 
every deal done, having 
looked at 30 to 40 in broader 
terms for each of those. A lot 
of time is needed in Italy.” 
explains Mr Razzano. It Is 
hardly surprising that he 
faced strong competition 
from other banks and funds 
in winning Ducati. 

A cultural change under 
way in Italian business could 
help the private equity oper- 
ators, however. Although 
the number of deals done is 
still relatively small, the 
involvement of private 
equity has generally been a 
success story for both sides 
and the word is .sp reading 
No longer considered as vul- 
tures or. vampires, financial 
institutions are being lis- 
tened to by Italy's canny 
businessmen. 


Governor whose personal 
interest rate is on the rise 
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Antonio Fazio, the Bank of 
hafy governor, has been one 
of the roost controversial 
figures on the Rafian scene 
this year. 

Most or his predecessors 
have been haBowed figures, 
openttig above the 
huriy-burfy oil pottes and . 
rarely subjected to overt 
erffidsm. Mr Fazio is 
different. 

He is respected and . 
admired by many ttahan 
pofifidans, who befieve he is 
a tearless and independent 
judge of toe country's 
economic performance. But 
the slow pace at which the 
63-year old governor has 
brought down Italy's 
short-term interest rates this 
year has triggered 
controversy - leaving 
industrialists and economic 
analysts bemused by fas 
strategy for monetary poficy. 

The Kalian economy has 
the slowest growth rate in 
Europe and may reach only 
1.3 per colt this y Bar. Italian 
inflation is on a downward 
trend but Mr Fazio has been 
slower to ease monetary 
poficy that many had 
expected, leaving Italy's 
rates nearly 2 points higher 
than Germany's for much of 
the year. . 

"The slow pace at which 
he has cut rates has done 
as much as anything to 
delay investmen t aid kill 
economic growth this year.” 
was the recent - and 
s o me w h a t typical - view of 
one Mfen-based analyst 

Mr Fazio rebuts those 
criticisms. He says he needs 
to be cautious about the 
potential for a speculative 
attack on the euro because 
of the country's weak 
political system. 

He toslsts there is a point 
where lowering interest rates 
does nothmg to boost a 
nation’s economy and risks 
creating a liquidity trap. He 
notes that Japan’s dr astic 
rate reduction has had Bttie 
impact on economic growth. 
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Above afl. he has 
repe a tedly argued that 
economic growth and job 
creation can only be 
stimulated by structural 
economic reforms - 
lowering the tax burden, 
lowering the country's 
pensions fiabtfUies. carrying 
out structural spemSng cuts, 
Batrahatog labour maitato. 
On this point he has been 
more consistent and 
coherent than any other 
figure on the Kalian stage. 

Yet some politicians 
beUeve his poficy stance is 
motivated by other factors. 

In particular, they argue that 
Mr Fazio (who is appointed 
for Bfe and makes monetary 
policy decisions atonal is 
driven by fundamental 
scepticism over whether Italy 
should be entering European 
economic and montmary 
unton in the first place. 

Few senior potitiowis have 
ever dared make such a 
suggestion to public. The 
nearest anyone has recently 
got is Romano Prodi, the 
ex-Italian prime minister, 
who stated: "If it had been 
up to Fazio, Italy would 
never have got Into the 
single currency." Ha did not 
amplify the remark. 

Massimo Rtva. a leading 
commentator, refers to the 
“averston* which Mr Fazio 
has had for Italian entry into 
the euro-zone. “An aversion 


that he has never made 
dear and expfaat but which 
he has never denied when it 
has been pubbety and 
repeated^ attributed to 
him.” 

The fears about Mr Fazio's 
"aversion" have now 
reached the European 
Central Bank. 

Mr Fazio is one of the 17 
members of the new central 
bank council that wHUnke 
key decisions on monetary 
policy. But Wrm Duisenberg. 
tire ECB president, recently 
said he did "not much bhe M 
Mr Fazio's tone decision to 
keep Italian rates at 3.S per 
cent on the same day that 
every other euro-zone 
member brought rates down 
to 3 per cent. 

Mr Fazio must bring Italy's 
rate down to 3 per cant by 
the time the single currency 
gets under way on January 
1. The implication of Mr 
Dutsenberg's remarks was 
that Mr Fazio’s insolence 
needlessly spotted a key 
moment of co-ordination 
ahead of the formation of 
the single currency. 

Whether Mr Faso wiH be 
able to remain as 
single-minded about 
monetary pobey m future 
remains to be seen. He ts 
turning himself into a central 
banker to watch. 





James Blitz 
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1847 Jancy 

xxxrvESKstzMfe 
MTBMSZWMIIE CAMMA M 
MANO 

International Dog Show in MMan 


22-28 tmmm y 

SAUNEMTERNAZIONALE DEL 

ancoroLOisn 

International -Tty Exhibition Model- 
Making. Hofity. Chnstmas 
Decorations. Carnival items 


WOFwbmmy 

SAUM8E HELLO STUDENTE ft DEL 
UWORO QXNUfl - CAMPUS 
OHBfU 

School and tramng couses 
guidance 


Exhibition Calendar from January to May 1999: 


« tanfe I 

SM SHOW * 

- ■ntEmatforsal- Exhibition of Mustek 
instruments, tyjgh Fidelity, Video. . 

Consumer EtectronKs andMiJtimecfca 


1843 Ntarvfe 
SUIEXPO 

7tn International Exhibition of 
Technologies and Services for 
Environment 


18-21 March 
75* isra. 

Hemetionat leather goods 
Exhibition 


IMS A*S 

SALONS MIBMAZKMAU DEL 

Mens 


84* Mgr 
CAM Atoms 

Home Uwg EttutMum 


’ ** 

- 

Mat 


22-2S January 
CART US 

International Exrtfction of stawnery,- 
paper and cardtoad products, 
articles for school 
and fine arts 


71 n l—wy 
HAswKns'ra 

international Sportswear, sports 
a rticles a nd camping equipment 
Exhibition 


ZMSFotanwy 

MOM M • Ifcuato A Accessor! 

Textile proposals for SprtngSummer 
2000 collection 


4-7 March > 

CARIDQWCS 

Cortes and Cartoons Show 


1*21 Marc* 


2S45 Janrery 
enrs 

international Exhibition of 
articles, perfumery items, costume 
Jftweflery, smokers' supplies 


WNrawy 

WFLOR 

iraenraaorai Trade Stxwof out- 
flower and ornamental plant 
production, horticultural equipment 
Accessories and Services 


24-28 Feferwy 
BT99 

International Tourism Exchange 


4-7 March 

MUMraamow 

Trade Fair of Publishing and 
Multimedia Support for Professions 


10-13 Marth 
1st SKWIECH EXPO 

Exhibition FOnan of Technologies tor 
fireftefrtma Workplace Safety aid 
Hjgiene.cirt Defence ■ 


Fur and Leather Eitobiton 


24-27 Marc* 

SmaoCADO *93 

Spectoaed computer aided 
technologies eftiWian 


AM* April 

SAUMECDCMV 

EIABOCUCMA 

13th International Kitchen furnture 
and fumisMngs ExMAion 


1822 May 

DMRBiaiU 

Exrt&tton and meeting on 
management, adnumstMimn ana 
mamenance of condomlrauiis 


1 1 1 ■ et 






1244 Man* 


22-28 isMisry 
CHBHABT '89 

Exhibition Market of Handcraft 
Typical Products 


UFafemy- 

MAGEFSraW 

international Exhibition of Tableware, 
Household and ait tore. 
Stverware. Goldsmim’s ttems, 
Watches 


Febraary - March 

modamlano.moht 

■MNOVEWEMODA 


4-TMSRh ; 

ir nEuanusBooK . 
AND COMHIWCOION SHOW 


International phflataty exhtutton 


2549 Men* 

EXPO FOOD *9* - 
h tanaho nal food and b e verages 
exhibition 


134* April 

sALOfflamao/EHMi 

tntanatxmai Office furniture 


1342 May 
WTEL 

16 th i mwnawnal EJeaiotechmcs 
BUI Electronic 




Febreary - March 

JUANO CQUEOOM DONNA 

Women’s wear -FbB/ 

Mnter 1999/2000 Collections 


1*42 Mm* , 

PROMOTION EXPO 

Erinbition of promotional objects 
and business gfc. Promotional 
sarvicaai Point pf purchase 


1248 Mwc* 
PHOTOSHOW 


1349 tank 
EXPOSAUffE 

Btfiibftton of heaffli and physical 

wWldng SABBf ■ WTERSAN 


25-29 Mm* 

EXPO WP *99 

-The food service research aid 
experimentation ana . 


***•» 

Intamationai EWuNtlon of Products 
and Accessories far Pets 


WMtf MU 

^mmonar knitwear ami clothing 


2828 Man* 

MART 

fctafem anti Contemporary Art Rtir 


All the best of the worid 


M0 May 

mow 

Wemational Opbci Optometry wid 
Ophthalmology Exhtbelon . 
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ITALIAN INDUSTRY & FINANCE 3 


by. Pau! Vr -tls- * . 


more in store 


Milan’s privatised bourse was' launched at a volatile time for Europe’s markets 


Massimo Capuano. chief 
executive of Italy's new pri- 
j-atisea stock exchange, says, 
his job is a bit like running a 
sophisticated department 
store. 

"Since we became a pri- 
vate company at the begin-' 
nmg of this year my main 
task has been to transform 
the borsa's old institutional 
role into a professional ser- 
vice company." he explains. 

“This has meant taking 
into account all our custom- 
ers and meeting their vari- 
ous demands. from blue 
cbips to small cap compa- 
nies. from big brokers to 
small local ones." 

Mr Capuano could not 
have taken over the t a«ir of 
running the privatised Milan : 
exchange at a more chaUeog- * 
ing time, “in barely one year Through Vm i 
the stock exchange ha« gone 
tlirough what a stock mar- six times ov 
ket normally experiences demand £r< 
over a cycle of several investors i 
years." he acknowledges. . times. 

The Milan exchange But the c 
started life as a privatised Capuano.au 
entity when the interna- the Milan i 
tional bull run was in full chairman, 
swing. For the first four there. Milax 
months of the year Milan the Europe 
outperformed its European in the midst 
peers with the broad Mlbtel tiations to 
index peaking on April 6 not only ft 
after a 57 per cent rise. . ■ market but 

Then came the Russian and high g 
crisis followed by the rest of companies. 
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Through die root Ifta bourse has had a good year 


six times oversubscribed and 
demand from institutional 
investors more than three 
times. 

But the challenges for Mr 
Capuano and Stef&no Preda, 
the Milan stock exchange’s 
chairman*, have not ended 


“Now they are holding 
back but remain ready to 
float next year If they feel 
market conditions have 
improved." He also notes 
that daring this year’s mar- 
ket crash Italian investors 
showed much greater matu- 


tbere. Milan. Uke the rest of rity than in the past 


the European exchanges. , is 
in the midst of delicate nego- 
tiations to form alliances, 
not only for the blue chip 
market hut for derivatives 
and. high growth small cap 


the turmoil in emerging 
markets and, to compound 
matters, a domestic political 
crisis and change of govern- 
ment 

Milan inevitably wilted 
during the summer along 
with the rest of the world 
stock markets. Then in the 
autumn the situation started 
picking up again. The mar- 
ket rallied and Italian inves- 
tors, who have been turning 
to equities in the face , of 
declining bond yields, redis- 
covered their appetite' for 
shares. 

Although the market still 
has some ground to make 
up. by the end of November 
both the blue chip MIb 30 
index and the broader RDbtel 
index were showing an. 18 


These alliances, explains 


"There was no panic." he 
says. And the market is 
bound to be farther boosted 
by the long-awaited arrival 
in Italy of pension funds. 

To make listings more 
attractive, administrative 
procedures and red tape 


Mr Capuano. are designed to have been reduced. 


address the new European 
single currency market as 
. well as provide, investors and 
brokers with new instru- 
ments and investment 
vehicles. ” 

The issue of alliances is 
intimately linked to the 
Milan ’bourse’s domestic 
stra t egy of increasing the 
number of Italian listed com- 
panies at the same time as 
developing all the other 
aspects Of-the market ftom 
derivatives to bonds. 

“An efficient, service-ori- 
ented stock exchange is 
essential to attract new list- 
ings.” Mr Capuano empha- 
sises. 

In the first six months of 


per cent gain over the end of this year Milan attracted'16 


last year. 

The imminent start of 
European economic and 
monetary union, consolida : 
tion and restructuring in 
Italian big business and 
finance, aggressive small 
and medium-sized companies 
seeking new outlets and fac- 
ing a generational change 
less tied to did family values 
have fuelled the kalian stock 
market. 

The government’s gamble 
last month to float Banca 
Nazionale del Lavoro, the 
last large commercial hank, 
still in state hands, proved a 


new companies to the mar- 
ket. The pace has since 
slowed as a result of the gen-, 
oral volatility of the markets 
and the wait-and-see attitude 
of potential new market - 
entrants. 

By the end of the year Mr- 
Capuano expects a further 
four companies to be listed, 
bringing the 1998 total to 
about 20 companies. 

“What is significant is that 
companies that postponed 
planned listings have not 
simply decided to scrap 
entirely their plans to go to 
the market," , says Mr Capn- 


Mr Capuano also believes 
the Italian market can entice 
more , and more small and 
medium-sized family compa- 
nies that have traditionally 
formed the backbone of the 
country's economic system. 

To this end, Milan has 
joined, the EuroNM network 
linking small and medium- 
sized high growth listed 
companies in France. Ger- 
many, the Netherlands and 
Belgium. Mr Capuano 
believes the network could 
eventually enter Into an alli- 
ance with the two similar 
networks In Europe, Lon- 
don's Aim and Brussels* 
Easdaq. 

As part of Milan's efforts 
to develop other markets the 
privatised exchange sees 

loan ?•: \ 
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remarkable success. The ano. “That had been the case 
Treasury's retail- offer was in the past. 

INSURANCE. by James Blitz ; ' - 
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The sector is; set to outdo banking in the extent and appeal of its restructuring 

Over the past 12 months the . 

Italian banking industry has 
grabbed the headlines with a 
wave of restructuring and 
consolidation ahead of 
Italy's entry into the single - 
European currency. 

But over the next few 
years, the likelihood is that 
the country’s ' insurance 
industry will attract just as 
much, if not more, attention 
both inside and outside Italy. 

The Italian insurance 
industry continues to be 
dominated by three big 
names - Assicurazioni Gen- 
erali, Ras and Ina - which 

have built up considerable w _ 

market sham over recent Age concern: the young wfl need prate sector cover OynQ»* Germany and J; 

“ ... ... : ■ Lino Benasai, chi 

But alongside these three pean names, including W5& rivals bat has been carefully of Ina. “Some an 
arp more than 200 insurance -terthur "and Commercial forging its- links with: the motor insurance 
mmoanies many of which.- Union, have a strong .pres- banking sector. Recently it much saturated l 
tike their counterparts in the ence-in Italy. ; acquired a 7.25 per cent" pects for farther 

fenkinn sector, have thrived "The Italian regulatory stake in the strategic core of into life insuran 

ZT'hL \tmne rerionai cul- authority, Isvap, seems well . privatised Banca Nazionale very strong." 
JJL, of Italian finance. disposed towards the idea .of : del Lavoro. For non-Italiar 

itsdv's entry into the euro foreign penetration of our . Generali and Germany’s potentially lucral 

128- th-ce companies markets." says one leading Commerzbank recently But European 

J™ "JjJJL.-. PvchangTrate industry figure. - ‘ ‘ . announced a L2.4(}pbn keen to gain a ft 
m f ^ harDer competition Second, Italian insurers (*1.46bn) cross shareholding feel obliged to te 
.mu *5 insur- are proving to be aggressive : alliance aimed at strengthen- an established lb 

from consol- predators on the European ing their joint grip oh Banca *. sation rather t J 

anre . . . scene, jfere. the focus has. Commerciale ItaJJana, the networks on thei 

and insurance been ^>n Generali, which, privatised banking group. 'Hie costs of es 
j-ur oanKh failed in its bid to take over . The focus for consollda- reliable sales ] 

companies outsi s '• ■ . a q P at the end of tibn, according to one lead- Italy are vety hi 

process mu be ^ year. . But it has..suBser ing figure in the industry. . quality of Italian 

e * 1 ’ ^ Jian banking quently triumphed in acquir- Will te in what ha calls the means that the 1 
JSv nSSedtothe fagAMB. the German insur- ' “second tier groups", those, , fa a minefield t 
l * dwcrefolF *and ance group, and two just bdow the first three in . There are still 

cuunirys aut subsidiaries of Athena, the market share and size. In Ids involving orgar 

l-.tlle cross bord Fiandi insurer. Ras is also view, the waasohdation will that do not tre 

has yet reKcn - _ kine to expand its involve groups such as Fiat- European marks 

operations acmss Enrol*. nrn Toro Asslcumon!. “The market 
sons, however. wnj ae P^. Italy shows there is Reale Mutua and La Fon- sce smne serious 

unfits m the itaman ^ room for mergers diaria, the latter partly con-- over the next J 

ante busm^ ^fr cross-shareholding trolled by Milan-based says one leadin 

strongly with those m otn banking and insur-. Mediobanca. It is hard to the industry, “b 

Eurpean markets. . - signs that the ' see how' anyone can . take European compa 

Fust, tte Itahnn auM- increas- over Generali or Raa but ing in bur coun 

lies have placedfawote^. becoming the stagelbr 'these others, are ripe for- managed to. e 
cles in the way of European imjiy insurance prod- some kind of merger,” he strong distributi 

insurance fa concentrating far says. ... . fa Italy. But th 

hshing a presence m Irajy- . domestic markets Moreover, there is Ukdy to mean that the; 

lias, is controlled by ~ tw0 other main te farther European, interest -where near givin 

mnny a Allianz- Other Euro- than its iwo 


BANKING by Paul Betts 


Tidal wave rolls on 

Foreign banks are increasingly involved in the ongoing consolidation process 


promising prospects for its 
recently relaunched Mot 
bond market. 

"Our plan is to develop a 
new trading platform, a 
SuperMot, increasing the 
number of products on 
offer," says Mr Capuano. The 
revived Mot Intends to oper- 
ate in hanking bonds, corpo- 
rate bonds and asset-backed 

securities. 

On the derivatives front, 
Mr Capuano says the borsa's 
decisio n to acquire man- 
age the Mif fixed income 
derivatives market has 
already borne fruit, its Ital- 
ian Treasury 10-year bond 
future is now p baiieng in g a 
similar product offered on 
London's Liffe. 

“For every contract traded 
in Milan 36 were traded in 
London," he says. "The pro- 
portion has since changed 
dramatically. For every con- 
tract traded in Milan now 
only four are traded in Lon- 
don. It has been a big suc- 
cess." 

Milan Ving alai buDt Up a 
strong position in equity 
derivatives. “We are second 
to Germany in Europe," says 
Mr Capuano. 

To build up this position 
Milan is now planning to 
form an equity derivatives 
market alliance with other 
European exchanges which. 
Mr Capuano says, could also 
be extended to the US. 

However, the main spot- 
light is on efforts to estab- 
lish a pan-European blue 
chip market. Milan has 
already said it is interested 
in joining the Anglo-German 
initiative along with other 
European stock exchanges. 

Mr fiw pnwnn believes the 
construction of such an 
ambitious project requires a 
step-by-step approach. Ini- 
tially, he argues, it would be 
easier to establish a network 
Unking the exchanges before 
eventually arriving at full 
integration with a single 
"operating engine". 

If the pan-European mar- 
ket finally takes shape. Mr 
Capuano’s Milan boutique 
would become part of an 
imposing new department 
store chain. 


With the imminent advent of 
European economic and 
monetary union and the 
accelerating globalisation of 
financial markets the pace of 
dealmaking in the Italian 
banking industry has not 
only intensified but has 
started to emigrate beyond 
the country's traditionally 
protected financial borders. 

The merger wave began in 
earnest two years ago. First 
came the integration of 
Banco Ambrosiano Veneto 
with the Cariplo savings 
bank to form the new Intesa 
hanking group. 

It was followed by the 
merger of Istituto San Paolo 
di Torino, Italy’s largest 
commercial bank, with IMI, 
the - Rome-based financial 
group. Credito Italiano sub- 
sequently merged with three 
large north Italian regional 
banks to form the new Uni- 
credito group. 

Smaller banks have also 
been active. Banca Popolare 
di Verona acquired control 
of Credito Bergamasco. 
Other cooperative and local 
banks have been amalgama- 
ttng. 

“The tidal wave which is 
hitting our banking system 
is far from over,” says a 
leading Italian commercial 
hanker. 

Banca Commerciale Ital- 
ians and ftawra di Roma are 
negotiating a merger which 
would form Italy’s largest 
bank with assets of more 
than L400.000bn. (S243bn) 
The newly privatised Banca 
Nazionale del Lavoro is 
expected to merge eventu- 
ally with Banco di Napoli. 

The intense manoeuvring 
in the industry has seen the 
co untry ’s insurers play a sig- 
nificant role as the borders 
between traditional banking 
and Insurance become 
blurred. 

Assicurazioni Generali, 
the country’s largest insurer 
and a leading shareholder of ' 
Ranca Commercial e I talians, 
has expanded its banking 
interests through the acqui- 
sition of a stake in Ger- 
many’s Commerzb ank as 
well as acquiring the Lugano 
based Banca della Svisera 
Italians. Ina, the insurer 
which has taken;, a core 


shareholding stake in Banca 
Nazionale del Lavoro, is also 
a controlling shareholder of 
Banco di Napoli and is keen 
to see the Naples bank 
merge with BNL. 

Foreign banks and insur- 
ance companies have also 

been casting an inc reasing ly 

interested eye over the Ital- 
ian banking market and the 
country’s high level or 
savings. Commerzbank has 
built up a 5 per cent stake in 
Banca Commerciale I tali ana 
and has been fending off a 
challenge from its larger 
German rival Deutsche 
Bank, which surprised the 
industry this autumn by 
buying a 4.5 per cent stake 
in the Milan commercial 
bank. 

Banco di Bilbao y Vizcaya 
recently invested in a 10 per 
stake in BNL. making it the 
Rome bank's largest single 
shareholder. The San Paolo- 
IMI group has been strength- 
ening its ties with Banco di 
Santander and is now con- 
sidering investing In a 
French bank, either credit 
Commercial de France or 
taking part in the privatisa- 
tion of Credit Lyonnais. 

This frenetic activity has 
turned Italian banking 
shares into star performers 
on the stock market It has 
also provoked a radical 
transformation in the tradi- 
tional control of the sector 
divided between the state 
and Mediobanca, the secre- 
tive and influential Milan 
investment bank now strug- 
gling to recast a role for 
itself in the rapidly chan gin g 
domestic haniring industry. 

With the successful priva- 
tisation of BNL the state has 
now shed its hold on its last 
big commercial bank. For 
Mediobanca, the mergers 
already consummated 
among some of the country's 
largest banks have estab- 
lished a group of more inde- 
pendent minded banks 
openly challenging its. hith- 
erto pervasive, influence on 
the country's northern big 
business and financial net- 
works. 

Mediobanca, which has 
also been facing growing 
competition from interna- 
tional investment banks, has 
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Money changers: the industry is in the midst of consolidation a p 


been pressing for the merger 
between Banca di Roma and 
Banca Commerciale Italians 
as a way of protecting its 
own shareholder base - 
Ranca di Roma and Banca 
Commerciale Italians each 
own about 8 per cent of 
Mediobanca - as well as pro- 
viding a platform for its 
future development 

The Bank of Italy has 
openly encouraged domestic 
banking mergers to improve 
the efficiency and competi- 
tiveness of an Italian hank - 
ing industry still lagging, in 
many respects, its European 
peers. 

There is widespread con- 
cern that Italian banks will 
find adjusting to the new 
European single currency 
difficult and expensive and 
that many , especially amn n g 
the smaller banks, are not 
yet fully prepared. 

Similar worries have 
emerged over the level of 
preparation among banks for 
potential problems linked to 
the so-called millennium 
computer “bomb". A govern- 
ment commission estab- 
lished in August to address 
the issue bas yet to start 
work. 

For all the consolidation 
that has already taken place, 
the Bank of Italy still 
regards the domestic indus- 
try as too fragmented. The 


decline in interest rates, now 
at historic lows, has also put 
pressure on traditional 
spread income that had long 
been the bread and butter of 
the Italian hanking system. 

This is forcing banks to 
develop new fee-earning 
business and asset manage- 
ment activities in what is 
already becoming a highly 
competitive sector. 

Extensive rationalisation 
and restructuring has also 
failed so far to address fully 
the sector's high labour 
costs. The Italian Banking 
Association lABIi has repeat- 
edly warned that the system 
needs to shed at least 30,000 
jobs in a country where job 
cuts have traditionally 
proved difficult to make. 

ABl's latest annual report 
revealed that Italy still holds 
the European record for the 
cost of bank counter employ- 
ees. Overall, labour costs 
accounted for 44 per cent or 
Burning margins, more than 
6 percentage points higher 
than in Germany or Spain. 

Maurizio Sella, the ABI 
chairman, says the next 
wage and labour contract for 
the country's bank employ- 
ees will have to address this 
competitive gap by reducing, 
by at least 4 to 6percentage 
points, the present ratio 
between labour costs and 
earning margins. 


peari nahms,^ deluding. W5& 
-terthur and . Commercial 
Union, have a strong .pres- 
ence-fa Italy. ; - ; . • 

"The Italian regulatory 
authority, Isvap, seems _well . 
disposed towards the idea of ; 
foreign penetration of our 
markets," says one leading 
industry figure. — ■ - 
Second, Italian Insurers 
are proving to be aggressive; 
predators on the European 
scene. Bert, the focus has. 
been ^>n Generali, which 
failed id its bid to take over 
France’s AGF at the end of 
last year. But it has . subser 
quenily triumphed ib acquir- 
ing AMB. the German insur- 
ance group, and two 
subsidiaries of Athena, the 
French insurer. Ras is also 
seeking to expand its 
operations across Europe- 
Third. Italy shows there is 
plenty of room for mergers 
and cross-shareholding 
across banking and insur-. 
ance; amid signs that the 
haniring world is increas-- 
inaly becoming the stage for 
the sale of insurance prod- 
acts. ina is concentrating far 
more on domestic markets 
»h->n its two other main 


rivals, but has been carefully 
forging its- links with: the 
banking sector. Recently it 
acquired a 7JZ5 per cent 
stake in the strategic care of 
privatised Banca Nazionale 
; del Lavoro. 

Generali and Germany’s 
Commerzbank recently 
announced a Ii2 T 400bn 
'($i.46bn) cross share h olding 
alliance aimed at strengthen- 
ing their joint grip oh Banca 
Commerdale ItaJiana, the 
privatised banking group. 

'■ The focus for consolida- 
tion, according fa one lead- 
ing figure fa the Industry, 
- will be fa what he calls " the 
' “second tier groups", those 
just below the first three fa 
' market share and size. In his 
view, the consolidation will 
Involve groups such as Fiat- 
run Toro Assicurazioni, 
Reale Mutua and La Fon- 
diaria, the latter partly con- 
trolled by Milan-based 
Mediobanca. It is hard to 
see how' anyone can . take 
over Generali or Has but 
’these 'others, are ripe for 
some kind of merger,", be 
says. • 

Moreover, there is likely to 
te further European interest 


in the growing Italian insur- 
ance market. The high level 
of state-funded insurance - 
especially as regards pension 
arid job severance payments 
- has meant that many Ital- 
fans have shied away from 
taking out insurance prod- 
-nets in the past. But the 
younger generation of Ital- 
ians know that the country's 
■ welfare system fa ripe for 
reform and are more and 
more tempted to take out 
1 personal insurance products. 

“The amount of money 
people allocate to risk premi- 
ums on Italy is one half or 
even a third smaller than in 
Germany and 1 Japan," says 
Lino Benasai, chief executive * 
of Ina. “Some areas, such as 
motor insurance, are pretty 
much saturated but the pros- 
’ pects for further penetration. 
Into life insurance are still 
very strong." 

For non-Italians, this fa a 
potentially lucrative market. 
But European companies 
keen to gain a foothold may 
feel obliged to team up with 
. an established TfaHan organ!- 
' sation rather than set up 
networks an their own. 

The costs of establishing a 
reliable sales network in 
Italy are very high. The low 
. quality of Italian crril justice 
means that the legal system 
is a mi n efield for insurers. 

. There are still local risks 
Involving organised crime 
that do not trouble other 
European markets. 

“The market is going to 
see some serious challenges 
• over the next few years," 
i.says one leading figure in 
the industry. “None of the 
European companies operat- 
ing in bur country has yet 
- managed to . establish a 
strong distribution network 
fa Italy. But that does not 
mean that they are any- 
where near giving up yet" 
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PRIVATISATION by David Lane 



Everything must go 

Having shown great flair in its seil-off programme, the state is 
finding the remaining flotations a little more difficult to complete 



CASE STUDY 

TELECOM ITALIA 


Hard selling is not among 
the usual skills in the 
weighty bureaucracy of Ital- 
ian ministries. Yet over the 
past five years some men at 
the Treasury have been 
turning their hands to the 
tricks of public relations and 
the art of mass persuasion. 

Italy's privatisation pro- 
gramme has brought grey* 
suited civil servants into 
working partnership with 
operators who move sleekly 
in the City and on Wall 
Street and with advertising 
people for whom selling 
stocks is not much different 
from flogging beer. 

The results show that the 
combination of sombre 
bureaucrats and smooth 
media manipulators has 
been a winner, though those 
involved say that the prod- 
ucts they have been pushing 
are top quality. 

Between 1992 and October 
of this year Italy raised 
about STTbn from privatisa- 
tions. easily winning 
Europe’s top ranking for 
that period. 

With mid-November’s sale 
of its 70 per cent stake in 
Banca Nazionale del Lavaro 
(BNL). plus the II per cent 
owned by other state bodies, 
the Treasury’ added another 
privatisation to its list of 
successes and raised reve- 
nues of L7.700bn (about 
$4.6bn) for the public coffers. 

The institutional offering 
of BNL, Italy’s fifth largest 
banking group in terms of 
assets and third in terms of 
customer loans, was three 
times subscribed, while the 
retail offering was six times 
subscribed. 

At the start of the 1990s 
most bookmakers would 
have given long odds against 
BNL's privatisation. Apart 
from the fact that privatisa- 
tion was then an alien 
notion, the bank was 
engulfed by scandal at its 
Atalanta branch in the sum- 
mer of 1989, forcing the res* 
ignations of the chairman 
and general manager. 

It lost its next chairman in 
April 1994 as a result of the 
tangentopoli (bribesville) 
investigations. In the light of 
this year’s market turbu- 


lence. another chairman’s 
resignation in the summer 
and BNL’s string of lacklus- 
tre results, the privatisation 
is a remarkable achieve- 
ment. 

In mid-year the Treasury 
notched up another success- 
ful secondary offering of 
shares in Eni, the oil. gas 
and chemicals conglomerate, 
the Fourth such tranche of 
its shares to be sold. 

The operation raised just 

less than L13.000bn and took 
the total revenues raised so 
far from the sale of Eni 
shares to Ml^oobn. 

Only three years have 
passed since the Treasury 
sold 15 per cent of the com- 
pany's share capital in an 
initial public offering. Sale of 
the latest tranche has low- 
ered the state’s interest to 35 
per cent 

Although the Treasury can 
claim a good year with the 
sales of BNL and the latest 
Eni tranche, 1998 was a 
mixed year for privatisa- 
tions. The state holding cor- 
poration Iri was unable to 
complete the privatisation of 
Aero parti di Roma as hoped. 

When AdR was floated in 
July. 1997. it was a great suc- 
cess. Iri now expects to sell 
its remaining 55 per cent 
stake by the middle of 1999 
but whether the sale will be 
through a mix of public 
offering and the creation of a 
controlling shareholder core 
or through a private block 
sale has yet to be decided. 

Obstructions have contin- 
ued to hold up the privatisa- 
tion of Auhstrade. the toll 
highway operator controlled 
by Iri. As with AdR, Iri says 
that it now expects to com- 
plete Autostrade’s privatisa- 
tion by the middle of 1999. 

Iri can claim to have matfe 
some progress in 1998. how- 
ever. During the summer the 
holding corporation sold 
Lloyd Triestino and Italia di 
Navigazione. its two interna- 
tional shipping lines, the for- 
mer being bought by Ever- 
green of Taiwan. 

A share placement in 
international capital mar- 
kets coupled to a capital 
increase has reduced Iri's 85 
per cent interest in its Alit- 
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alia airline to 58 per cent 
and the holding corporation 
hopes to sell this by the 
summer of 1999. 

The Finmeccanica engi- 
neering, aerospace and 
defence sub-holding sold its 
61 p er cent stake in Elsag 
Bailey Process Automation 
to ABB for $80Qm in October. 
Subsidiaries of Finmeccanica 
have reached agreements 
with GE C-Marconi, Westland 
and BelL The sub-holding is 
negotiating with prospective 
buyers for assets in the 
energy and transport sec- 
tors. 

Retail investors wanting a 
punt on privatisation have 
been excluded from such 
operations by Iri. But, as 
well as making applications 
for shares in BNL and Eni, 
they have also been given 
the opportunity to buy into 
arm, the Milanese munici- 
pal energy utility. 

When the city authorities 
floated the company in July 
they offered 49 per cent of 
the equity to raise about LL5 
trillion. There were many 
disappointed applicants. The 
general retail offering was 
subscribed nearly five times 
and the institutional offering 
ms times. 

AEM was Italy's first elec- 
tricity utility to reach mar- 
ket, which partly explains 
investors' enthusiasm. In 
mid-November. Home’s exec- 
utive committee approved 
the sale of 49 per cent of 
Acea, the city's electricity 
and water utility. 

Acea’s privatisation has 
already run into opposition, 
however, particularly from 
the neo- Marxis ts in tiie capi- 
tal's governing o paiitinn. 

Gian Maria Gros-Pietro, 
Iri’s chairman, says the age 
of easy privatisations is 
nearly over and that he now 
faces a much tougher task. 

This is true of companies 
owned by local governments 
and the energy sector. Many 
local politicians want to 
keep hold of city dairies, 
pharmacies and funeral ser- 
vices as well as electricity, 
gas and water utilities. 

Sidly’s almost bankrupt 
regional authorities continue 
to own the Duca di Salapa- 



‘Soap’ finds new leading man 


Tele sales; sett-offs have contributed L77bn since 1992 am 


ruta “Corvo" winery, an 
attractive business that 
could have found a buyer 
years ago. 

Local authorities also 
want to keep control of the 
self-perpetuating oligarchies 
that own a large part of 
Italy’s banking system. 
While the Siena city and pro- 
vincial authorities expect to 
float Monte del Pas chi di 
Siena (MPS), the world’s old- 
est bank, they win keep firm 
control through a massive 
majority stake. 

But at least MPS is now 
seeking offers for the four- 
star Hotel Excelsior that it 
owns In the city. That the 
Banco di Sicilia recently sold 
a chain of luxury hotels In 
Sicily may owe something to 
the bank now being owned 
by the Treasury rather than 
the regional authorities. 

With the sale of BNL the 
Treasury has notched up 
another total withdrawal It 
baa sold its shareholdings in 
long-term credit institution 
Crediop, financial conglom- 
erate frni and insurer Ina. its 
small re sidu a l stake in Tele- 
com Italia being held by 
accident rather than design. 

Yet Rome can still set an 


example by withdrawing 
completely from Eni and by 
— 1T|w g Mediocredlto Cen- 
trale, a medtum-to-long term 
l anding institution, that also 
owns Banco di SicQia. 

The Treasury, which owns 
100 per cent of Iri, can make 
sure that the bolding corpo- 
ration's 66-year life does not 
extend beyond 67 years. “We 
plan to complete the privati- 
sation programme by June 
2000." says Mr Gros-Pietro. 

There has been slippage 
but Iri is optimistic that it 
will be able to sell off rapidly 
a portfolio which stiH ranks 
it as Italy's fifth largest 
industrial group. It has quit 
steel, food and hanking but 
much remains. 

Away from Iri, the govern- 
ment’s rjimmltmant to priva- 
tisation will be measured by 
what it does with Enel, the 
state electricity corporation. 
Enel was on the starting 
blocks for flotation three 
years ago. 

The present coalition gov- 
ernment includes at least 
one party that is a firm 
opponent of electricity priva- 
tisation. Will the govern- 
ment be prepared to face the 
sparks? 


Telecom ItaUa, the 
telecommunications grant, 
has been through a terrible 
period since its privatisation 
last year. But hopes are 
rising that the unhappy 
times for the group are 
about to come to an end. 

In 1998, barely a month 
went by when Telecom Italia 
- one of the largest 
telecoms groups in the 
work! - did not succumb to 
a management upheaval or 
pubCc relations mishap that 
won It world fame as Italy's 
best-known “corporate soap 
opera”. 

However, things have 
changed. Gian Mario 
Rosslgnoto, the group's 
chairman quit several weeks 
ago after board members 
made lithe secret that he 
was responsible for-some of 
the problems. 

The running of the group 
is now in the hands of 
Franco Bemabe, formerly in 
charge at Eni the oil and gas 
conglomerate, whahas 
come in as chief executive. 
The hope is that the 50-year 
old Mr Bemabe win now 
bring down the curtain on 
the farce, restoring 
respectability and 
shareholder value to the 
group. 

Analysts cannot be too 
sure, of course. When Mr 
Bemabe, one of Italy’s most 
| successful managers, took 
the job, there was initial 
surprise In some quarters. 

Telecom ItaBa, in the year 
since privatisation, has 
proved a near impossfole 
beast to manage. Core 
shareholders have seemed 
split on some areas of ■ 
strategy, it has been 
involved in a series of global 
alliances - with AT&T of the 
US and the UK's Cable & 
Wireless - afi of which have 
been scrapped. The 
company's share price at 
one stage plunged well 
below the level at which 
shares were sold to the 
general pubCc in 1997, in 
what was dubbed “the 
mother of all privatisations”. 

Mr Bemabe, meanwhile, 
has a formidable reputation 


for what he achieved at Eni. 
When he took over in 1992. 
the group was facing crisis. 
This year, Eni was alone 
among global ©fl companies 
In producing an increase in 
first half Income, inevitably, 

the question was asked why 

Mr Bemabe should take on 
such a daunting challenge. 

The new chief executive 
has yet to spell out his views 
cxi Telecom Italia’s future. 

But the feeRng of some 
company insiders is that, for 
aU its management 
problems, the group has 
potential. “There wtti be 
tricky decisions to be made, 
of course,” says one senior 
figure. “But if Bemabe can 
get a managerial grip on the 
organisation, and mate it 
dear he Is in charge, things 
may wed foil into place.” 

There are certainly some 
challenges ahead. Telecom 
tta&a has huge strength in 
mobile telephony. Telecom 
Italia Mobile (Tim) is a world 
leader, with some 20m 
clients In 13 countries. But 
in Italy, it faces increased 
competition from two mobile 
phone rivals which are now 
up and running. 

In fixed telephony, 
problems are bigger. 

Telecom Italia’s history as 
the old state telephone 
company means it has a j 
duty to provide services to 
every stretc h of the country. 
Telecom Itafia is 
compensated for this but 
new entrants to the market 
such as Infostrada, can 
exploit the mans lucrative 
trunk caU market 
. The challenges that the 
group is facing in both 
mobile and fixed telephony 
have forced a rethink of its 
strategy. Here, Mr Bemabe - 
faces tfree main questions. 

First, should Telecom Jta&a 
try and create a global 
network alliance, of the land 
it aimed at with AT&T and 
C&W, or concentrate on 
sectoral deals? Some 
shareholders believe that the 
value of global alliances - 
such as that between British 
Telecom and MCI - is yet to 
be proved. 


Second, how-and «rth 

which partners - will Mr 

Bemabe define (he groups 
multi-media strategy’ 

Broad aims, for now. are 
dear. Mr Bemabe looks 
determined to concentrate 
the company on its core 
task of providing 
communications services. 
His coolness towards plans 
to team up with Rupert 
Murdoch and launch an 
Italian digital television 
platform suggest he sees 

that as an unnecessarily 
extravagant broadcasting 
adventure- 

Finally, can he push 
through measures that 
increase revenues? Two 
concerns stand out. One is 
the need for job reductions 

in a group with 123.000 
employees. Mr Bemabe s 
predecessor aimed to 
reduce the staff by 8.000 
but does the new manager 
want to do more? 

Second, can Mr Bemabe. 
increase customer tanrfs for 
fixed line calls that are still 
considered too low for 
adequate return? Such a 
move could involve a 
political confrontation with 
the government. 

What is not in doubt is 
that Mr Bemabe has the 
backing of most of the 
group's main shareholders - 
among them the Fiat Agnelli 
family, the Treasury and 
other important individuals, 
such as Alessandro 
Profumo, chief executive of 
the Urucredlto banking 
group. 

“The board has given him 
something valuable but it is 
not a bigger pay cheque." 
says one insider. “It is the 
the strong support for 
whatever strategy he cares 
to choose.” 

Given that fact, and the 
poor, image of the group, it 
is easier to see why Mr 
Bemabe has taken up the 
challenge. There is a realistic 
chance teat he can enhance 
his reputation as one of 
Italy’s leading tumround 
men. 

James Blitz 
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1999 International Trade Fairs 
in Bologna and around the world 
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ITALIAN INDUSTRY & FINANCE 5 


LIB ERAL IS A TION^ by Jams;?. Blitz 


Chipping away at tip of 
' ' ur f s institutionalised icebergs 


Too many privatisations are simply turning public monopolies into private monopolies 


Italy's ambitious 
Privatisation programme has 
continued apace this year 
with the disposal of large 
stakes in corporations snch 
as Eni and B»n ra Nazionale 
del Lavoro. But when it 
comes to the Hberafisatioa of 
markets - exposing public- 
and private utilities to cont 
petition - the pace of change 
in Italy has been modest at 
best 

On coming to power, Mas- 
simo D’Alema, the new Ital- 
ian prime minister, made, a 
pledge to press ahead with 
the liberalisation of key utili- 
ties. In his first big speech to 
parliament, he said the chal- 
lenge before all states was to 
achieve “a real liberalisation 
of society, of markets; of pro- 
fessions. of corporate activ- 
ity". 

The hope is that he might 
be moving his government 
away from what was deemed 
to be the slow liberalisation 
of monopolies by Romano 
Prodi’s administration. In 
the telecommunications 
field, particularly, the plod- 
ding pace of liberalisation in 
both mobile and fixed tele- 
phony has allowed Telecom 
Italia, despite a farcical 
string of management bust- 
ups, to maintain significant 
market share. 


It Is stfll too early to say 
how committed Mr D'Alema 
is to going down the road, of 
liberalisation. Privately, 
snne of his main advisers 
talk about liberalising mar- 
kets as a very important tool 
in the fight to. create new 
enterprise. tn Italy, cut con- 
sumer costs and, above an, 
create lobs. - 

- But Mr D'Alema’s govern- 
ment has faced - one big chal- 
lenge since coining into 
office: the need to liberalise 
nation’s electricity mar- 
ket dominated by state- 
owned Bneb And here the 
decisions that have been 
taken suggest that the forces 
supporting centralised con- 
trol and resisting' fundamen- 
tal change are as strong as 
ever. . 

“D’Alema genuinely wants 
to liberalise things,” says 
Alessandro Penati. an eco- 
nomics professor at BoCconi 
University in Milan. “Enel 
has managed tO hang on to 
its powers because of its lob- 
bying, and its close link 1 * to 
the political world and 
because the trade unions 
still want to keep the tenge 
corporations of state-owned 
heavy industry together, 
mainly because that’s, where 
so many of their members 
are." • 


The issue of electricity Hb- 
er ah satioa arose because the 
Italian government was 
forced to comply with an 
impending European Union 
deadline that set minimum 
targets for the break-up of 
monopolies. 

The government quickly 
found itself at odds with 
Italy's electricity and gas 
regulator, which wanted to 
see the broadest possible 
break-up of the market in 
the Interests of consumers. 

The regulator, for exam- 
ple, demanded that Enel 
should control no more than 
SO per cent of the market for 
electricity generation by the 
year 2001. The government 
decided on a slower rate of 
break-up on the generation 
side, requiring Enel to come 
down to this level only by 
2003.- 

The regulator called for a 
more dramatic UK -style 
break up of Enel’s grip on 
distribution, with the cre- 
ation of some 14 separate 
regional electricity compa- 
nies to boost competition. 
But Enel will simply go on 
running the distribution net- 
work at a fixed tariff that 
creates no advantage for cus- 
tomers. 

Critics say the biggest 
blow is that Enel will go on 




MEDIA by Paul Betts 


Moguls set for pitch battle 

TTie rights to professional football are the ^ 

key to domination of the pay-TV market 

Television and soccer have develop a new digital pay-TV fi 


FafRng in deKver: pri v a ti sa tion has not meant open marke ts 


owning the electricity grid, 
rather than transfer it tn an 
independent organisation 
(again, as the regulator 
asked). The fear is that it 
will not be tn Enel’s interest 
to upgrade the grid in areas 
where its rivals on the gen- 
eration side are dominant. 
Nor, so the critics say, will it 
be in Enel’s interest to 
upgrade the grid to allow 
electricity generated else- 
where in Europe to enter the 
Italian frontier. 

Liberalisation of the elec- 
tricity market is only the 
first of the challenges facing 
the D'Alema government A 
similar hurdle will soon 
appear on gas liberalisation 
where an EU directive must 
be implemented in Italy by 
July 2000. 

Here, the main issue is 
whether the Eni energy con- 
glomerate can continue to 
bold on to its monopoly of 
the gas market through its 
Sngm subsidiary. 

Through Rrmiu , Eni is the 
primary supplier of natural 
gas in Italy and Europe’s 
third largest natural gas 
company. It has had a vir- 
tual monopoly of the entire 
gas chain from supply to dis- 
tribution. 

The anti-trust authority 
has already concluded that 
Eni must split its Snam sub- 
sidiary into two or more sep- 
arate companies In order to 
increase competition. But 
the issue is likely to be a 
great deal more sensitive 
than the liberalisation of 
Enel. More than half of Eni’s 
capital is now in private 
hanrfa and any threat to its 
monopoly of gas supply 
would affect its share price. 

Yet some 55 per cent of the 
Snam supply netwrok is in 
private bands, too. Investors 
In Snam would, therefore, be 
keen to see an opportunity 
for new gas companies bid- 
ding to use its services. 

How this issue will resolve 
itself is a question for the 
future. For now. it looks as 
tho ugh it ha« all the mak- 
ings of a headache for the 
D’Alema government 


Television and soccer have 
become part of the Italian 
daily diet, the entertainment 
equivalent of pizza and 
pasta. And both have whet- 
ted the appetites of the 
financial and business com- 
munities with not only Ital- 
ian but also international 
media conglomerates finding 
them to their liking. 

Rupert Murdoch, the Aus- 
tralian media tycoon, has 
long had his eyes on the Ital- 
ian television market. On 
two occasions, he has 
attempted to acquire control 
of Mediaset, the listed com- 
mercial television group of 
Silvio Berlusconi, the former 
prime minister and right 
wing opposition leader. Hav- 
ing so for failed with Mr Ber- 
lusconi, he has decided to set 
up a European subsidiary of 
his News Corp group based 
In Milan. He has enlisted 
Letizia Morattt. a former 
chairman of Rai, the Italian 
state broadcasting network 
and Mediaset’s main compet- 
itor, to support .his ambition 
to penetrate the Italian mar- 
ket. 

Mr Murdoch’s main target 
is the fledgling Italian pay-tv 
market and the precious 
rights to show Italian league 
division **A" and “B” soccer 
matches. The two go 
together. To make pay televi- 
sion work in Italy, a broad- 
caster needs to control a 
good film library and the 
rights to Italian professional 
soccer. 

After his second rebuff 
from Mr Berlusconi - 
tempted at one stage to sell 
his television assets to 
resolve the conflict of inter- 
est problems that have 
plagued his political career - 
Mr Murdoch turned to Tele- 
com Italia, the privatised 
telecommunications group 
with ambitions to break into 
the new markets of interac- 
tive television and cabling. 

Mr Murdoch was on the 
verge of clinching a deal 
with Telecom Italia this 
summer whereby he would 
have taken a 39 per cent 
stake in Stream, the multi- 
media subsidiary of the tele- 
communications group and 
its proposed . vehicle to 


develop a new digital pay-TV 
platform in Italy. France's 
TF1 television network, con- 
trolled by the Bouygues con- 
struction and media con- 
glomerate. also proposed to 
buy a 10 per cent stake in 
Stream. Telecom Italia 
would have retained 51 per 
cent control of the venture. 

Simultaneously, the pro- 
posed partnership planned to 
bid about U^OObn (*2.5bn) 
to secure the exclusive tele- 
vision rights for I talian pro- 
fessional soccer for the next 
five years. 

But a top management 
shake-up at Telecom Italia 
and the arrival of Franco 
Bernabe from the Eni oil and 
gas group as the telecommu- 
nications group’s new' chief 
executive put Mr Murdoch’s 
plans on hold. Mr Bernabe 
was not as convinced as his 





On side: media teams know football buys audience share 


Italy. It owns 90 per cent of 
Telepiu. the loss making Ital- 
ian pay-TV network in 
which Fininvest. Mr Berlus- 


predecessor erf the wisdom of coni’s holding company, 
launching Telecom Italia holds a 10 per cent stake. 


into a television adventure. 
He decided to take his lime 
to review the Stream strat- 
egy carefully. His conclu- 
sions, expected any day, are 
likely to see Telecom Italia 
scale down its ambitions. 

But Mr Murdoch has made 
it clear that, whatever Tele- 
com Italia’s decision, he 
intends to invest in Italian 
pay television. And this 
prospect has unleashed a 
political storm in Italy 
because television has 
always been a highly politi- 
cally sensitive issue in the 
country. The government 
through Salvatore Cardlnale. 
the communications minis- 
ter, has warned of the risk of 
"cultural colonisation". It 
has also said it plans to 
impose a 30 per cent limit on 
the soccer rights any single 
operator can own. 

Mr Murdoch, through his 
Italian associate Mrs Mor- 
atti, has thus been seeking 
to enlist other Italian part- 
ners to his project to ensure 
it retains, superficially at 
least, a majority Italian con- 
trolling structure. This is 
exactly what Canal Plus of 
France, his main pay-TV 
rival in Italy and Europe, 
has also been seeking. 

Canal Plus has takeD a 
lead over Mr^ Murdoch in 


Telepiu has continued to 
lose money but has managed 
to attract about 1.3m sub- 
scribers, including about 
400,000 to its digital network. 
By comparison. Stream has 
so far only attracted 70.000 
subscribers. 

Worried by Mr Murdoch’s 
Italian campaign. Canal Plus 
has sought to outmanoeuvre 
the Australian by negotia- 
ting pay-TV rights with 
seven Italian soccer clubs, 
including the biggest audi- 


holding in Telepiu to its new 
Italian partners to bring its 
overall stake down to 45 per 
cent. 

The government has 
suggested that Italy could ill 
afford to have rival digital 
television platforms and that 
it would make economic 
sense tc> have a common 
platform. But already the 
European Commission's 
competition authorities have 
indicated they would con- 
sider blocking such a pro- 
posal on competition 
grounds. 

The battle field has thus 
been laid out for the future 
of Italian television with 
powerful Italian and intema- 


ence pullers. Juventus of tional media and financial 


Turin, Inter and AC Milan. It 
has also recently negotiated 
a deal with the Italian film 
producer Cecchi Gori. a Flor- 
ence-based group that also 
controls Tele Monte Carlo, 
the country's third television 
broadcasting group after Rai 
and Mediaset, to secure the 
rights for several popular 

films 

While Mr Murdoch has 
been seeking Italian partners 
for bis pay-TV venture. 
Canal Plus has reached a 
preliminary agreement with 
Rai. Wind, a new telecommu- 
nications venture between 
Enel, the Italian state elec- 
tricity utility. Deutsche Tele- 
kom and France Telecom, 
and the Banca Cotnmerciale 
Italians. The idea is for 
Canal Plus to sell part of its 


interests preparing to fire 
their first shots. 

Initially, battle will take 
place on tfae soccer pitch. 
The competing sides will 
seek to clinch the rights for 
Italian soccer to give them 
an early advantage. 

The soccer clubs are 
watching with interest as 
their financial future is 
likely to rest on the out- 
come. Securing the best 
terms for their television 
rights will open tbe way to 
the stock market So far only 
one division "A" club - 
Lazio of Rome - has listed 
on the Milan stock exchange. 
Many others are considering 
stock market quotations but 
they need the television 
deals to make them more 
appetising investments. 
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DIRECT INWARD INVEST MENT by David Lane 


Foreign business looks 
beyond Tuscany and tenors 

Cultural attributes are outweighed by bureaucracy and hostility to outsiders in the competition for capital 


If Westyle were tbe measure 
on which companies base 
their location strategies, 
Italy would probably come 
out on top. Artistic and 
architectural treasures 
abound in historic towns 
and cities. Excellent food, 
fine wines, world leadership 
in fashion and furnishing, a 
Mediterranean climate in 
much of the country, mar- 
vellous beaches, Alpine 
slopes - Italy seems to have 
everything. 

Add in Italian hospitality 
and how can the country be 
beaten on lifestyle? 

And, even when raring the 
more stolid criteria that cor- 
porate bosses employ when 
m a k i n g their decisions on 
where to site factories and 
offices, Italy scores well. 

It was one of the European 
Economic Community's six 
founding members in 1957 
and is now a qualifier for 
Europe's single currency. 
Although the Italian boot 
pushes south-eastwards into 
the Mediterranean, a sub- 
stantial part of the country 
can. fairly claim to be at or 
near the heart of Europe. 

Yet Italy has been a huge 
under-performer in attract- 
ing direct Inward invest- 
ment Figures from Unctad 
show that direct inward 
investment into the belpaese 
was just $3.5bn last year, 
compared with $36.9bn for 
Britain and $18J2bn for 
France. The Benelux coun- 


tries and Spain did signifi- 
cantly better than Italy and 
even tiny Ireland had 
greater appeal. 

Last year was not an 
exception in a run of good 
years. Italy has never done 
well In the global competi- 
tion for direct Investment. A 
study by the Bank of Italy 
shows that Italy’s annual 
average share of total world 
direct investment has been 
around S per cent since 1970, 
a percentage consistently 
much lower than its Euro- 
pean partners. In 1980, for 
example, Italy took 2 per 
cent of the global total while 
Britain bad 12.7 per cent. 
Germany 5.1 per cent and 
France 4.6 per cent. 

One reason advanced for 
the low level of direct 
inward investment is that, 
however hospitable they 
may be, where business is 
concerned Italians simply do 
not like having outsiders on 
their patcb. Hands are 
thrown up in horror at the 
idea of foreign companies 
taking control of Italian 
businesses, particularly 
those being privatised. The 
Bank of Italy is thought to 
be unenthusiastic about for- 
eign banks controlling Ital- 
ian Institutions. 

Despite the talk about an 
open economy, nostalgia for 
Fascist-type autarchy lin- 
gers. "Other countries com- 
pete to attract foreign invest- 
ment, while in the south we 


Foreign (fired investment inflows 1997 
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still ask whether this (for- 
eign investment) is appropri- 
ate. Foreign capital is 
viewed with suspicion." 
observes Pietro Busetta, an 
economist and president of 
the Fondazione Curella in 
Palermo. 

Sergio de Nardis. an econ- 
omist with Confmdustria, 
tbe industrialists' federation, 
says that there are several 
reasons why Italy fails to 
attract more foreigners. "It 
is a question of convenience. 
Excessive labour costs, inad- 
equate Infrastructure, high 
taxation and a Byzantine 
bureaucracy are enormous 
deterrents. Italy is just not 
competitive,'’ says Mr de 
Nardis. 

Conditions were favoura- 
ble far outsiders to invest in 
Italy during the early and 
mid-1990s, thanks to the 
lira's devaluation and to 
opportunities arising from . 
privatisation and corporate 
restructuring. But they did 
not arrive then any more 
than they did before or have 
since. "Foreigners are just 
not interested," concludes 
Mr de Nardis. 

For just more than a year, 
however, an agency based in 
Turin has been trying to 
drum up interest among 
reluctant or indifferent for- 
eigners. ITP Age usia per gli 
Investment! a Torino e in 
Piemonte, Italy's first 
regional investment agency, 
has achieved some results. 

Inward and outward investment 

manure 


By mid-November it had 
helped 15 companies estab- 
lish themselves in Turin and 
the surrounding Piedmont 
region. 

So far FTP's efforts have 
created 340 jobs. ITP seems 
well placed to meet its mod- 
est target of 1.000 jobs by 
April 2000. Some of the jobs 
already created are with Ital- 
ian firms, though most have 
been generated by foreign 
businesses which account 
for two thirds of the set-ups. 

“Foreign companies pro- 
vide work directly for 70,000 
people in Piedmont. Until 
now they have been almost 
completely ignored by the 
authorities. These are an 
obvious starting point for 
us." says Paolo Corradini, 
ITP* s director. 

ITP is still the only 
regional investment agency 
in Italy, where many indus- 
trialists point enviously 
towards the examples 
offered by Britain's Welsh 
Development Agency. "In 
order to be a model for other 
Italian regions, we must 
adopt best practice. This 
means copying Britain and 
France." says Mr Corradini. 
He adds, however, that a 
small budget limits what ITP 
can do abroad. 

Outsiders may find it 
strange that a region in the 
north-west, where Italy's 
industrialisation started and 
where unemployment is 
around the national average, 
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component manufacturers. 
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should be the first to organ- 
ise for attracting inward 
direct investment. Surely tbe 
unindustrialised south 
where some regions have 
unemployment that is more 
than twice the national aver- 
age is the logical place far 
such efforts? 

GDP growth of 3 per cent 
is needed just to- keep 
employment at present lev- 
els; double that is required 
to start reducing the queues 
of jobless in the mezzogiomo. 

“We need to offer advan- 
tages in order to make the 
south a location as appetis- 
ing as Ireland, Wales or east- 
ern Europe,” says Mr Bus- 
etta. He admits that the 
south will never have the' 
same labour flexibility and 
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costs as Taiwan but it could 
do much better than now. 

Italy's southern regions. 
and Sicily particularly, -suf- 
fer from being at the periph- 
ery. There is tittle that Pal- 
ermo can do about being 
1,400km from Milan but this 
raw fact of geography makes 
first class infrastructure a 


pre-condition for direct 
investment, whether the 
in v est men t be Italian' Or for- 
eign. 

Beating the organised 
crime which exists across 
the south, and not just In 
Sicily, is another. pre-condi- 
tion. “It is unrealistic to 
tmagrnp outsiders Investing 


unless they have absolute 
guarantees of locating in 
areas that are secure," 
remarks Mr Busetta. 

Italians themselves have 
shown scarce enthusiasm for 
investing in tbe mezzogiomo. 
Little wonder, therefore, that 
foreigners have steered 
clear. 


DIRECT OUTWARD INVESTMENT by David Lane 


Emerging from their shells 

Italy has always exported its products, but now it is beginning to export its production 


Engraved in the frieze of 
Rome's Palazzo della Civilita 
del .Lavoro, a massive white 
building resembling a 
cheese-grater, is a roll of the 
talents and professions that 
Fascism proclaimed for the 
Italians. Poets, painters, phi- 
losophers, migrants and 
travellers are. among those 
listed but there is no men- 
tion of outward investors. 

A rare species 60 years 
ago, outward investors have 
become more numerous only 
recently. As globalisation 
became a reality, Italian 
businessmen started looking 
abroad for factories and 
opportunities for co-opera- 
tive ventures in the mid- 
1980s! Nevertheless, the vol- 
ume of direct Italian invest- 
ment abroad has continued 
to be modest 

Figures from Unctad show 
that Italy, with $10 Jbn, not 
only lagged significantly 
behind the US (S114.5bn), 
Britain ($58.1bn). Germany 
($34l3bn), Japan ($25.9bn), 
France ($Z4.5bn) and the 
Netherlands ($20.3bn) in 
terms of direct outward 
Investment last year but it 
was also adrift of Canada 
and Switzerland, while rank- 
ing Just a whisker ahead of 
Spain. 

Moreover, as statistics 
from the Bank of Italy show, 
Italian direct investment 
abroad last year was almost 
double the average annual 
figure for the preceding 
decade. 

“Our strengths have been 
in traditional manufactured 
goods and Italian business- 
men have a reputation for 
being aggressive In selling 
abroad,” says Roberto 
Luongo, the head of trade 
promotion and cooperation 
at Istituto Nazionale per □ 
Commerdo Estero (Ice, the 
foreign trade institute). 

It is not surprising that 
the Italian industries that 
have been most active In set- 
ting up manufacturing 
operations abroad are those 
which have been leaders in 
exporting: textiles, clothing, 
footwear and mechanical 
engineering. 

"Manufacturing in export 
markets is a way of consoli- 
dating positions after these 
have been established with 
goods made in Italy,” says 
Mr Luongo. He puts the 
number of “multinational" 
Italian companies at around 
1,000, in addition to which, 
he estimates, there are 15,000 
mid-sized companies 
engaged in collaborative 
ventures outside Italy. 

Partnerships , joint' ven- 
tures and cooperation agree- 
ments are the preferred path 
for many Italian companies 
investing abroad. This 
approach spreads the risk, 
helps to tone down resent- 
ment against economic colo- 
nialism and- provides valu- 
able insights into local 
practices. 

Even large groups find 
convenience in linking up 
with foreign partners on the 
foreigners’ home ground. 

Flat, the Turin-based maker 

of cars, commercial vehicles 
and tractors, has several ini- 
tiatives under way abroad. 
The group has collaborative 
ventures for car production 
in Russia. Morocco and 
South Africa, while Fiat’s 
Iveco commercial vehicles 
subsidiary has joint ventures 
for making trucks and buses 
in China. 

Turkey is an important 
territory on Flat’s map. Its 
first agreement with a local . 
company for producing cars 
was in 1971. This yea r it 
signed agreements with the 
Koc group covering cars and 
tractors. Magneti Marelli, 
Flat’s components subsid- 


iary has been in Turkey 
since 1972 and has an agree- 
ment -with the Koc group as 
well as other local compo- 
nents firms. 

Flat spent 35 per cent of its 
L4,600bn total investment 
abroad last year, following 
40 per cent of the L53Q0bn 
total In 1996 and 27 per cent 
of the L5,600bn total in 1995. 
The group says that the 
results confirm the validity 
of a globalisation strategy 
which aims to boost produc- 
tion capacity In regions with 
the greatest potential for 
market growth. Where Fiat 
is present abroad, either in 
collaborative ventures with 
local concerns or on its own, 
it 1ms often towed other Ital- 
ian companies with it 

Textiles and clothing 
group Marzotto is a house- 
hold name, although not as 
well-known as Flat. With a 
brand portfolio including 
Gianfranco Ferre, Hugo Boss 
and Missoni, Marzotto is a 
leader in one of Italy's tradi- 
tionally strong sectors. The 
company recently 
announced that it was seek- . 
ing fresh capital to make 
acquisitions in Europe, Asia 
and North America. Four 
years ago it bought a wool 
fabric maker in Brno in the 
Czech Republic. 

Marzotto is far from being 
-a tone outward investor . in 
the clothing sector. This and 
the footwear industry have 
been extremely active in 
building up production facili- 
ties abroad. Tens of nulliohs 



Big market: Holy's brat has always been sought after apoenn 


of pairs of part-finished 
shoes are impeded Into Italy 
every year, mainly. . frcun 
Albania and Romania. . 

The choice of Albania and 
Romania by Italian footwear 
companies, like the choice of 
Tunisia and Morocco by tex- 
tiles and clothing makers, is 


businessmen invest abroad 
because It is in their inter- 
est," says Mr de Nardis. 

Indeed; they now even 
have official support for 
doing so. For decades Ice 
was concerned only with 
promoting exports. “We 
must encourage a culture of 


as much a matin' of produo- . outward investment. Eastern 
tion costs in the present as and central European coun- 


of market opportunities in 
the future. Not surprisingly, 
decisions by Italian manu- 
facturers to invest abroad 
have raised questions about 
job losses at home. 

Sergio de. Nardis, an econ- 
omist at Confmdustria. the 
industrialists’ association, 
puts the trend in perspec- 
tive. He says there is no 
great flight of capital and 
that Italian jobs are not nec- 
essarily destroyed as. domes- 
tic industry shifts to higher 
added value production. 
“This may be politically, sen- 
sitive but the fact is that 


tries offer low costs -now. 
But they will be attractive 
markets in the future partic- 
ularly when tbe countries 
join the European Union," 
says Mr Luongo. 

Further away. Ice is organ- 
ising a trade fair in Argen- 
tina ' next May and the 
emphasis will be as much on - 
investment flow's as mer- 
chandise trade. Being a suc- 
cessful exporter no longer 
seems enough. As globalisa- 
tion. or fear of it, takes a 
grip, parochialism may even 
be going out or fashion in 
Italy. 
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EMILIA-ROMAGNA by Paul Betts 
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Regional force 



Small scale model for big returns provides 



A network of small enterprises working 
with local government and unions has 
raised the region’s esteem and wealth 
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Via RinascJta, is a relatively 
new. nondescript road in the 
flat and fertile countryside 
near Bologna. 

It is lined with small work- 
shops that have developed 
during the past 15 years. All. 
in one way or another, are 
linked to an industrial net- 
work that has become 
known by economists as the 
“Emilian model". 

The 12 independent work- 
shops in Via Rinascita pro- 
duce components for sophis- 
ticated precision machinery 
systems, used mainly by 
larger packaging companies. 
In all. about 100 people work 
in the street but each com- 
pany employs no more than 
15 skilled workers. 

Such decentralised net- 
works of highly flexible spe- 
cialised small businesses 
have been the driving force 
of the post-war manufactur- 
ing economy of Emilia-Rom- 
agna. one of the most pros- 
perous and innovative 
regions of northern Italy. 

The region has an unem- 
ployment rate of only 4 per 
cent compared with the 
national average of 12 per 
cent and peaks of more than 
20 per cent in the depressed 
south. It accounts for about 
9 per cent of Italy’s gross 
national product and 11 per 
cent of its exports. 

But 9S per cent of the 
region's manufacturing com- 
panies employ fewer than 
100 workers and as many as 
40 per cent of these are own- 
er-run businesses employing 
no more than 15 people. 

Most of these small compa- 
nies are part of decentralised 
industrial networks, often 
specialising in niche prod- 
ucts. such as ceramics, in 
which the town of Sassuolo 


is a world leader, and con- 
sumer goods including cloth- 
ing. leather goods, furniture 

and food products. The 

region has retained a rich 

agricultural base. 

Others provide larger com- 
panies with highly speci- 
alised subcontracting net- 
works producing machinery 
for the automotive sector - 
Ferrari, Maserati and Lam- 
borghini are local companies 
- or the office equipment, 
agricultural and packaging 
industries. 

The evolution of what has 
become an Internationally 
admired industrial model, 
and one which underlines 
the highly significant role 
small and medium-sized 
enterprises play in the 
national economy, has also 
been driven in Emilia-Rom- 
agna by active Interplay 
between entrepreneurs and 
the political community. 

In one of the traditional 
“red" regions of Italy, the 
socialist and former commu- 
nist local and regional 
administrations, the labour 
unions, small artisan associ- 
ations and industries have 
built up a partnership on 
which Industry has thrived. 

The political left has used 
the “Emilian model" as a 
symbol of its “good govern- 
ment”. It is si gnifican t that 
Bologna was the birthplace 
of the Olive Tree centre-left 
coalition which steered Italy 
into European economic and 
monetary union. The Olive 
Tree has been superseded by 
the first post-war govern- 
ment led by a former com- 
munist. 

“The region has a higher 
level of productivity and a 
lower level of unemployment 
than, for example, the UK," 
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says Francesco Garibaldo. 
director of the Bologna- 
based Istituto per il Lavoro, 
an organisation set up a few 
months ago to support the 
region’s extensive network 
of small and medium-sized 
companies. “Is this a miracle 
or are there good reasons for 
fw>c success?" 

Mr Garibaldo argues that 
Emilia-Romagna’s success 
derives from its capacity to 
innovate, in processes and 
products, the flexible nature 
of its economy, the support 
of the local political and 
institutional system and 
industry’s ability to adapt. 

Yet he also warns that the 
“Emilian model" is at a turn- 
ing point. "The region is 
inevitably being dragged 
into the general process of 
globalisation and the con- 
struction of the European 
single market,” he says. 


Interested foreign compa- 
nies have started acquiring 
local companies as part of 
this process to establish 
strong footholds in the Ital- 
ian mar ket Smaller compa- 
nies are being forced to reor- 
ganise their structures and 
the way they have been 
rinitip business. 

“We remain in a strong 
position because our indus- 
try is very flexible and very 
reactive. But we also face 
problems," Mr Garibaldo 
explains. 

The biggest challenge fac- 
ing the region is whether it 
win opt to take the high 
road” or go down "the low 
road". 

"The temptation to take 
the low road and follow the 
example of the north-east of 
Italy is very strong, " he 
says, fearing what he calls 
the “north-east contagion” 


This would see Emilia- 
Romagna, with its highly 
qualified productive base, 
move down-market. 
Although the north-eastern 
region of the Veneto has 
overtaken Emilia-Romagna 
in terms of growth and 
expansion, this has been 
achieved through lower 
added value development 
and what Mr Garibaldo calls 
a “get-rich-quick" culture- 

There is also a growing 
debate in the region between 
so-called “modernists'’ and 
“conservatives". The "mod- 
ernist" camp is questioning 
the continuing value of the 
region’s institutional and 
political support system to 
its industries. 

It argues in favour of 
abandoning the "baroque” 
interv entionism of the past 
for a completely free market 
approach. 


The “conservatives" warn 
that this risks undermining 
the structure and highly 
skilled nature of the region’s 
economy carefully crafted 
over the past fbur decades. 

"Our model dearly must 
adapt to new international 
circumstances," Mr Gari- 
baldo argues. "It win have to 
innovate not just on prod- 
ucts but also on services. 

. "Bigger companies are not 
necessarily negative, -for 
they can help the next stage 
of development" 

But he warns of the risk of 
unsettling an industrial sys- 
tem based on the interplay 
between industry and 
regional institutions. 

Mr Garibaldo quotes 
Romano Prodi. the former 
prime minister who is from 
Bologna. "Mr Prodi says if 
you are rich and stupid you 
become poor very quickly." 


From the top. of the Bank of 

China building - the highest 
in Hong Kong -there isa : 
spectacular view Of the 
former British colony. On 
one side, however, a new ' 
skyscraper under 
construction Is starting to 
threaten Its dominance of - 
the Hong Kong skyHne. 

“You see aR that glass on 
the new building, Jt afi . 
comes from one of our local 
Italian firms,” says Luigi 
Grisi, the head of Banca 
Popotere dl Verona’s new 
representative office in Hong 
Kong. 

The bank is one of Italy's 
largest regional co-operative 
credit institutes which has _ 
been fast a sp and ln g In the 
country’s rich northern 
regions through a series of 
acquisitions including Banco 
San Gemkiiano and San 
Prospero - the so-caHed 
"Saints bank" based in 
ErnEa-Romagna - and the 
Credito Bergamasco in 
Lombardy. . 

At a time of rapid 
consolidation in the Italian 
banking Industry, the 
co-operative bank has 
adopted its go-it-alone 
regional strategy. "Our aim 
is to strengthen our position 
in northern Italy and support 
our region's small and 
medum-sized companies ri 
their domestic and export 
a cti v ities.” explains 
Giuseppe De Lucia, one of 
its executives. 

Other banks have either 
merged or been absorbed in 
large new banking groups 
with branches throughout 
the country. But the Verona 
co-operative bank says it 
has no intention of 
expanding in Italy further 
south than Bologna. 

That has not stopped it 


opening anew. ... ,4' 
representative office in Hong 
Koig. At a time of deep 
uncertainty In the former- 
British colony and continuing 
financial turmoil in Asia, the 
decision and the timing may 
appear eccentric to say the 
least. 

Not so. says Mr De Lucia. 
The new Hong Kong 
operation is designed to. 
support tiie bank’s 
customers In their export 
drive. “Our small and 
medium sized companies do 
a lot of business in 
south-east Asia even though 
times are hard,” explains Mr 
De Lucia. 

. Ferrari, the famous sports 
car manufacturer based In 
Modena, has a dealership in 
Hong Kong that also serves 
the Chinese and Macau 
markets. This year, amid afl 
the economic difficulties of 
the region, Ferrari has sold 
five cere costing about 
L500m each to mainland 
China. 

if Ferrari is a flagship, 
companies from Italy’s north 
export large quantities of 
ceramic tfles and marble 
products, fashion and 
leather goods, wine and 
other food products as well 
as machine toots and 
precision machinery to Hong 
Kong and China. 

The co-operative bank 
believes that as a regional 
bank it must grow in its own 
region without losing Rs 
local characteristics. That 
does not prevent it from 
branching out intemafionaBy 
but with the precise object 
of serving Its local 
customers - whether in . 
Bologna. Modena. Verona. 
Bergamo or Hong Kong. 

Paul Betts 


ORGANISED CRIME by David Lane 



In fear of 
mob rule 

In Sicily the Mafia is enough of a threat for 
industry leaders to call for ‘fortifications’ 


Speaking out some businesses era taking a stand against the mafia 
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Financial Times Surveys 

The Following Surveys 
on Italy are planned for 
publication in 1999 

Tuscany 

Tuesday March 16 

Italy 

Tuesday June 29 

Italian Banking and Finance 

Monday November 22 

For further information please contact: 

Lindsay Sheppard in London 
Tel: +44 171 873 3225 
Fax: +44 171 873 3204 
email: lindsay.sheppard@FT.com 

or Blei Spa in Milan 
Tel: +39 02 72251234 
Fax: +39 02 72251251 
email: bleispa@tin.it 
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No FT, no comment. 


Sicily is being whispered as 
a candidate for the Olympic 
Gaines in 2008 or 2012. If suc- 
cessful, such a bid would 
provide a much-needed boost 
to tbe Island's economy. But 
success, for the bid and the 
event, would rest on the 
authorities’ ability to keep 
the Mafia away from such an 
appetising opportunity. 

The Mafia continues to 
worry businessmen. Inno- 
cenzo Cipolletta, director 
general of Confindustria, the 
industrialists’ association, 
says that industry in Sicily 
needs “fortifications'’. The 
idea was taken up by Pietro 
Busetta, an economist and 
president of the Fondazione 
Curella in Palermo. 

“Fortification does not 
mean bringing in tanka and 
soldiers but using sophisti- 
cated systems for surveil- 
lance. We need to be able to 
say that there Is a 95 per 
cent probability that nothing 
will happen in protected 
areas and that the occur- 
rence of any c riminal activ- 
ity in such areas would 
cause the immediate resigna- 
tion of the home affairs min- 
ister," explains Mr Busetta. 

Some Sicilian industrial- 
ists play down the impact of 
the Mafia on their busi- 
nesses. Pippo PugUsL presi- 
dent of Confindustria’s Sicil- 
ian association, says that 
there is no reason for compa- 
nies to be wary of setting up 
on the island. 

He admits, however, that a 
Mafia bkmca (white Mafia of 
malpractice and corruption) 
exists which links compa- 
nies to the bureaucracy and 
politicians. Moreover, it is 
endemic and well-rooted in 
the local mentality. And it is 
a short step from white 
Mafia to the mobs. 

At least young Sicilian 
businessmen are now willing 
to talk about the Mafia. 
Older people generally say 
that the Mafia is not a prob- 
lem. "For decades, business- 
men denied the Mafia's exis- 
tence. But firms had 
agreements with the Mafia 
and with politicians. Those 
that did not collude were 
badly handicapped." says 
Fabio Cascio, president of 
the small companies' associ- 
ation in Palermo. 

A large part of Sicily’s 
economy was, and continues 
to be. based on pnblic 
money. Spending on con- 
struction is a nutrient for 
the Mafia. That is why the 
prospects of the construction 
of a bridge across the Mes- 
sina Straits are disturbing 
and why an Olympic Bawss 
bid might run aground. 


That protection rackets 
are a normal risk for busi- 
nessmen. particularly small 
firms and retail businesses, 
is admitted by Ettore Artioli, 
vice-president of Confindus- 
tria’s young industrialists’ 
group. As well as being 
c h air man of Palermo’s waste 
management agency, Mr 
Artioli owns a small clothing 
manufacturing business. 
“People do not even talk 
with their friends about the 
pizza," he says. 

The Mafia has thrived in 
Sicily partly because of the 
state's absence. Progress has 
been made in enforcing the 
law, and Palermo’s mayor. 
Leoluca Orlando, reasonably 
claims that tourists can feel 
safe when roaming the 
streets of the city, even late 
at night But businesses are 
still threatened. 

“Cosa Nostra has been hit 
but it is stfll effective, dan- 
gerous and well organised," 
says Gian Carlo Caselli, who 
became Palermo’s chief 
investigating magistrate in 
1992 after a Mafia bomb mur- 
dered his predecessor. “Some 
businessmen are now ready 
to talk. A few are even pre- 
pared to lay charges and this 
is an important step," he 
adds. 

While the Mafia is less vis- 
ible, and less bloodily vio- 
lent, corruption and intimi- 
dation continue. 

Business does not need 
fortresses, however, says Mr 
CaseUL A change in culture 
is required so that business- 
men can have confidence in 
the state. “We have to start 
with schoolchildren, show- 
ing them that there is no 
honour in the Onorata Soc- 
ieta, that the Mafia does not 
create jobs and that it Is an 
obstacle to economic 
growth." he says. 

On the eastern outskirts of 
Palermo a community 
project employing 40 young 
people considered at risk to 
delinquency is converting 1 an 
abandoned children’s home 
into a training and trades 
centre. 

Across the road, looming 
over the Solarium project is 
the empty, high-rise San 
Paolo Palace Hotel. Useful 
perhaps in an Olympics bid, 
except that it was confis- 
cated from the mob and i$ 
unlikely ever to be used as a 
hoteL 

"No businessman in his 
right mind would take this 
on." comments Mr Cascio. 
Confiscation is one thing, 
M afia bosses would never 
allow someone else to turn 
an honest lira from their 
failed attempt at laundering. 



Burning resentment anger at a Jack of support tor the region has exploded Into protest 


THE SOUTH by James Blitz 


Boot still walking 
under northern star 

In contrast to the prosperous top half of the country, the 
Mezzogiomo is still on its uppers 


For tbe Mezzogiomo. the 
southern half of Italy, it has 
been another year of grind- 
in giy slow growth. 

The region has continued 
its crawl out of tbe recession 
that hit in 1996. Growth in 
1998 is expected to be in the 
area of 1.2 per cent, com- 
pared to around 1J8 per cent 
in the centre and north of 
Italy and around 2.5 per cent 
in the rest of Europe. 

The employment figures 
show a barely perceptible 
Improvement. Employment 
looks set to rise by about 03 
per cent in the sooth in cal- 
endar year 1998. with the net 
creation of about 20.000 jobs. 
Some impoverished parts of 
the Mezzogiomo. such as 
Reggio Calabria on the toe 
cap of the Italian "boot”, are 
reporting the first rise in the 
jobs total in the 1990s. 

The one third of the south 
performing better than the 
rest (Basilicata, Puglia, Cam- 
pania) is continuing to show 
strong export-led growth. 
Gianfranco Vlesti, one of the 
leading economists of the 
Mezzogiomo. says exports 
from the south have grown 
by around 20 per cent this 
year (against 9 per cent in 
the north), partly because of 
the strength of companies in 
these regions. 

But it would be wrong to 
get excited. The Mezzogiomo 
is nowhere near la grande 
saolia - the great turn- 
around - that some econo-, 
mists have promised. 

The 20,000 new jobs In the 
region come on top of a very 
low base. Some 200,000 jobs 
have been lost to the Mezzo- 
giomo since 1994. Around 
1.5m people are without 
wort and the unemployment 
rate in some parts of the 
region Is 25 per cent ' 

Investment has been low, 
badly hit by sluggish busi- 


ness confidence in north 
Italy and across Europe. 
There is strong enthusiasm 
for a 1992 incentive scheme, 
under which employers 
receive tax-breaks for job 
creating investments (the 
so-called law 488), but eco- 
nomic uncertainty in Europe 
led to a tailing off of invest- 
ment in the south in the sec- 
ond half of this year. The 
long-term outlook is, there- 
fore, uncertain. 

"We still can't be sure 
whether the chart in future 
years will show growth 
going up further, or sud- 
denly dipping down again,” 
says Mr ViestL 

The critical factor for the 
region remains whether poli- 
ticians and government offi- 
cials in Rome come up with 
policies that help boost 
growth. 

"I feel that nothing has 
been done by either this gov- 
ernment or the last one that 
is directed at the problems of 
the south," says Italo Fal- 
comata, the mayor of Reggio 
Calabria, a depressed town 
of 190,000 people near Sicily. 
"We need more action now," 

The government feces two 
main issues. First, can it 
Introduce enough flexibility 
in the labour market to 
encourage north Italian and 
European entrepreneurs to 
invest in the region? 

Labour is certainly 
cheaper in the south than 
the north « by between 10 
per cent and 30 per cent, 
depending on the size of the 
company. But the attractive- 
ness of southern labour is 
offset by commensurately 
lower productivity levels, 
due to structural problems. 

The main tool that has 
been used thus fer is the cre- 
ation of-small “territorial 
pacts" across the south, in 
which unions agree to accept 


lower wages in return for 
higher investment by 
companies. 

According to Svimez, a 
research institute on the 
southern economy, some 12 
“territorial pacts" have thus 
far created about 6,600 jobs 
in the region. "It is an 
improvement and these are 
early days but one cannot 
get too enthused by the 
number of jobs created." 
says Riccardo Padovani. 
Svimez’s director.’ 

The second issue is 
whether the government can 
posh ahead with spending 
programmes that improve 
the.region’s chronically poor 
infrastructure. Italy has won 
a terrible reputation, for 
example, as the country with 
the worst take-up of Euro- 
pean Union structural funds 
to which it is entitled. Alter 
winning a huge allocation of 
funds from Brussels, Italian 
governments regularly find 
that southern officials’ plans 
for infrastructure develop- 
ment are too poorly thought 
out to qualify for their use. 

Fabrizio Barca, a Treasury 
economist charged with driv- 
ing project finance policy, 
has overhauled the system 
ahead of the application for 
EU funds between 2000 and 
2006. He has forced regions 
and town halls to spell out 
methodically what their 
goals are and send their 
paperwork to him for classi- 
fication. “This will allow vb 
to set priorities earlier and 
more clearly," he says. 

Right now, some of the 
biggest hopes for the south 
are pinned on Mr Barca and 
on reforms that he clearly 
believes can make a differ- 
ence, Whether he will suc- 
ceed, only time will tell. Fes’ 
now, as Mr Falcomata puts 
it! "The only good news is 
that thihg s cant get worse." 
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Crisis In Asia and fierce competition from France is making life much tougher for the Italian classics 
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The streets around Aoyama 
cemetery tn central Tokyo 
bouse the choicest shops in 
the city. Comme des Gar* 
cons, Yohji Yamamoto. Issey 
Miyake and other famous 
Japanese designers have 
stores there: as do presti- 
gious international names, 
including Calvin Klein. 
Tocca and, from spring. 
Gucci. 

Gucci's sleek new super- 
store will be one of the big- 
gest and most opulent shops 
in Tokyo. The company 
spent years searching for a 
suitably spectacular site in 
the Japanese capital and has 
since invested heavily in fit- 
ting it out. Gucci always saw 
the Aoyama store as a 
long-term initiative to 
strengthen Its position in 
Japan but economic condi- 
tions there have changed so 
dramatically since the 
project started that the 
investment will take even 
longer to recoup than expec- 
ted. For Gucci, like the rest 
of Italy's fashion industry, 
has been badly bruised by 
the recent turmoil in the 
once-buoyant Asian market 

Luckily for Gucci and Its 
rivals - such as Prada. Gior- 
gio Armani and Gianni Ver- 
sace - demand haa remained 
fairly robust in western 
Europe and North America. 
However, the Aslan hiatus, 
coupled with tougher compe- 
tition from France’s fashion 
houses and soaring property 
and promotional costs, has 
brought the golden era the 
Italians enjoyed for much of 
the 1990s to an abrupt end. 

If 1996 was the year when 
Gucci and its peers realised 
the severity of their prob- 
lems in Asia, 1999 promises 
to be the time when the con- 
sequences will become 
apparent. The Versace fam- 
ily must decide whether to 
risk a flotation nerd sum- 
mer. A similar decision 
awaits Giorgio Annul, 
when the restructuring of 
his business is completed. 
And Prada faces the conun- 
drum of what to do with the 
9.5 per cent stake in Gucci it 
secretly purchased for 5240m 
last summer .as a “financial 
investment" on which, 
thanks- to the Asian down- 



Fashion victims Prada, Tom Ford at Gucci, Armani and Versace afl face tougher times ahead 


turn, it is now nursing a 
loss. . 

This -woebegone picture 
looks, very different from the 
rosy scenario facing Italy's 
fashion industry in the early 
1990s when - buoyed by a 
co m petitive currency, global 
economic recovery and the 
emergence of a new wave of 
talented young designers - it 
enjoyed a commercial and 
creative revival. . 

Fashion editors flocked to 
the Milan shows to see the 
work of exciting new names 
such as Miuccia Prada at 
Prada, Tom Ford at Gucci. 
Angela Missoni at Missoni 
and Consuelo CastigUoni . at 
Marni. 

Gucci, previously dis- 
missed as a has-been Euro 
trash brand, saw revenue 
rise from $i99m in 1992 to 
5975.4m last year and Ver- 
sace's wholesale turnover 
doubled to lAJ35bn in the 
same period Italian names 
were emblazoned across 
spruce new stores on Ave- 
nue Montaigne in Parte, Lon- 
don's Bond Street and New 
York’s Madison Avenue- - 


The first signs of trouble 
surfaced two years ago 
when, deterred by the yen’s 
decline against the US dol- 
lar, Japanese tourists cut 
down on foreign trips and 
spent less money when they 
did travel. The situation 
worsened when the Asian 
stock markets collapsed last 
year and is showing no sign 
of an immediate recovery. 

‘The Asian crisis has been 
a problem for everyone but 
the most vulnerable compa- 
nies have .been ones that are 
heavy on accessories, such 
as Gucci, Prada and, to a 
lesser extent, Bulgaria says 
Cedric Magnelia, analyst 
with Credit Suisse First Bos- 
ton in London. “It’s not so 
bad for ready-to-wear 
brands, like Armani, because 
they have better balanced 
businesses with a higher 
proportion of sales in stabler 
markets, such as Europe and 
North America." 

Having spotted the danger 
signs, the Italians were 
quick to take corrective 
action. Gucci, Prada and 
their peers have continued 


their expansion in Japan but 
have reined back store open- 
ings elsewhere in Asia. Pro- 
motional expenditure has 
been pruned throughout the 
region and fixed costs have 
been cut by negotiating 
reductions in rentals. 

When Gucci published its 
interim results this autumn, 
it showed bow effectively it 
had contained the situation. 
The company reported a 2 
per. cent increase in revenue 
to $437 £in in the first half 
and contained the reduction 
in net profits to 9 per cent at 
yg-ism. So for, the Italian 
fashion scene has been 
spared the casualties that 
have hit the US. where Isaac 
Mizrahi and Todd Oldham, 
two well-known designers, 
recently closed their busi- 
nesses. 

Mr Magneha suspects the 
Italian designers will be able 
to ride out the storm until 
"the Asian economies 
improve and the yen/dollar 
rate settles down”. But even 
then, they are unlikely to 
return to the heady growth 
of the mid-1990s. 


Oyn Garin 

One problem is that, 
although retail rentals have 
stabilised, the frenzied store 
openings of recent years has 
created a shortage of suit- 
able outlets, which will 
make it harder to generate 
growth by retail expansion. 
Another is that the Italians 
now face far sharper compe- 
tition from the French after 
the arrival of John Galliano 
at Christian Dior, Alexander 
McQueen at Givenchy, Stella 
McCartney at Chlofe and, 
more recently, Martin Mar- 
giela at Herm&s. Cristina 
Ortiz {Prada’s former design 
director) at Lanvin and 
Alber Elbaz at Yves Saint 
Laurent. 

So far, none of the reju- 
venated French houses has 
experienced the level of com- 
mercial success that Gucd 
and Prada experienced in the 
mid 1990s. 

Nevertheless, the Italians 
must now contend with 
doughtier competitors, 
which could make life tough 
for them, even after their 
immediate difficulties in 
Asia have been ameliorated. 
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FIAT 


Ghosts at the feast 


Fiat. Italy's largest 
manufacturing group and its 
most famous industrial icon, 
celebrates its centenary next 
year. Preparations are 
already under way to mark 
the historic event But 
unless the world economy 
swings back vigorously, the 
festivities are unlikely to 
dispel the sense of 
uncertainty Inside the Turin 
automotive conglomerate. 

After a record year in 
1997, with pre-tax profits- 
reaching L4.l82bn on 
revenues of nearly 
L90,000bn, Fiat has warned 
its earnings will not be so 
good this year. In the first 
half they fell by 11.6 per 
cent Fiat Auto, suffered a 
L63bn operating loss in the 
third quarter. And unless 
there is a recovery, in the 
emerging markets in which 
Rat has invested heavily as 
well as in domestic demand, 
the situation will become 
tougher next year. 

Rat is paying the 
short-term price of its 
globalisation strategy. But 
the company, with a new 
chairman at its helm, 
remains confident that in the 
longer-term its investments 
in emerging markets, such 
as Brazil, Argentina, Poland 
and India, wiH pay off. 

Paolo Fresco, the former 
number two at General 
Electric, the US 
conglomerate, was recruited 
by Fat’s controlling AgnelK 
family to head the 
automotive group and 
accelerate its global 
transition. Mr Fresco has 
been reluctant to show his 
hand. However, he has 
made it clear his task is to 
enhance the group's 
profitability and produce 
greater value for all its 
shareholders - not to sell 
the company, as some have 
suggested. 

"If they wanted to sell the 
company they would have 
hired a merchant banker as 
chairman," Mr Fresco says. 

The question is whether 
Fiat can achieve Its profit 
targets on its own or 
whether it will be forced into 


a marriage with another car 
manufacturer. 

The company insists it is 
equipped to manage on its 
own. “That does not mean 
we will sit back and let 
Opportunities pass under our 
window," says Mr Fresco, 
who took over from Cesare 
Romlti in the summer. But 
the company has no need to 
rush into a strategic alliance 
with another manufacturer. 

Before stepping down 
alter a 24-year career at 
Fiat, Mr Romiti refocused 
the group around its core 
automotive activities 
disposing of numerous 
assets acquired during the 
company's diversification 
drive. Mr Romiti left Fiat 
flush with record profits and 
revenues but he also left it 
exposed by its expansion in 
emerging markets, especially 
Brazil. The contraction there, 
coupled with the ending of 
Italian government new car 
sales incentives designed to 
boost domestic demand, 
have dented Fiat's profits. 

During the Romiti era. Fiat 
considered a merger with 
Ford Europe, held talks with 
Renault and looked at the 
acquisition of Chrysler. Even 
it the party Una inside Fiat 
continues to dismiss talk of 
a potential alliance with 
Germany’s BMW. the 
company clearly cannot 
remain aloof to the trend of 
consolidation in the 
automotive industry. 

Mr Cantarella, the chief 
executive who has been the 
quiet and efficient architect 
of the group's refocusing 
and restructuring, admits 
that it is “sexy” to talk about 
blockbuster alliances 
between car manufacturers. 
But he emphasises that Fiat 
has not been sitting back in 
blissful isolation while the 
industry has been 
intensifying cross-border 
partnerships and 
rationalisations. 

If Fiat has yet to make up 
its mind over a strategic car 
alliance, it has already 
completed a series of 
significant partnerships, 
acquisitions and mergers in 


many of its other 
automotive-related sectors 
to build up its competitive 
position in the international 
market Only last month, it 
agreed with Renault to 
merge foundry activities to 
create a world leader In 
automotive components with 
annual sales of L3,300bn. 
Rat's Teksid steel and 
metals subsidiary will absorb 
the bulk of Renault's foundry 
business. 

The agreement comes on 
the heels of another deal 
with Renault pooling their 
bus manufacturing 
operations In a jointly held 
company. Fiat's Magnet! 
Maretli car components 
subsidiary has also been 
expanding In the 
components sector. It 
recently forged an alliance 
with Midas, the 
Chicago-based car repair 
and service group, agreeing 
to take over, for Si 00m, the 
US company's European 
operations. 

Mr Cantarella has also 
been seeking to increase the 
group's service activities to 
extend what he calls the 
company's “value chain”. 

This has led to the 
development of financial 
services for customers as 
well as vehicle maintenance 
services. And the group has 
turned to outsourcing to 
improve margins. 

The twin challenge for Mr 
Fresco and Mr Cantarella is 
to implement the group's 
global strategy, at a time 
when emerging markets are 
In turmoil, and to improve 
the dismally low margins of 
its traditional car operations. 
Whether Rat can succeed 
on the strength of its own 
resources remains an open 
question. And so long as 
these doubts persist the 
markets will remain abuzz 
with merger rumours. 

Should these rumours 
prove tree, this summer's 
centenary celebrations could 
mark an historic turning 
point not only for Fiat but for 
Italian industry as a whole. 

Paul Betts 
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^tainvest , Italia Investi 
public capital company su 
Bank of Italy, carries on 
through: 

’&■ temporary assumptions of minority 
shareholdings in growing firms 
(merchant banking); 

ir advice and assessment services fon . 

- business acquisitions and mergers; 
-privatization - and/or disposal 

operations; 

-business reorganization, and 
restructuring; 

- development of economic activities; 

- finance projects; 

■ k financial services for the management 
of liquid assets and covering of risks. 

It. also- scouts for Italian -and foreign 
economic operators and re-launches single 
localvocations. 

Its operations covet the entire [Country. 
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itaiia invest imenti spa 
00142 Rome Indy- Via del Scrafico, 200 
Phone +39-06-503981 
Fax +39-06-5037.426 

e-mail lrainvest0itainviisc.it 

hup: //www.i tain vest, it 



ITALY 


If "Made in Italy" has made a big 
impact on world markets, it's thanks 
also to Italian management skills. 

And the place to learn those skills 

is in Europe's largest 

management school, 
the SDA. Bocconi in 
Milan. 

Our 16-month MBA 
course, accredited by 
AMBA and EQUIS, is 


Next presentations of the MBA 
will be in Oslo and Cairo. 

Find out more about location 
and dates at 
wwwsdajjni-boaxHiM 


designed to equip tomorrow's managers 
to face the challenges of the future. 

Not just in Europe, but globally. 
As our international teaching staff 

and student body 

demonstrate. 

To find out more 
about the advantages 
of our MBA, ask for 
the brochure by fax or 
e-mail. 


TeL ++3 9-02-5 836.6605/6606 Fax ++39-0 2-5 836.3 275 E-mail: MBA@Kia.unj-bocconi.it 
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